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SUMMARY  OF  AUDIT  RECOMMENDATIONS 


The    following    is    a    listing    of    recommendations    from    our    financial-compliance 
audit  of  the  Department  of  Social  and  Rehabilitation  Services. 


Recommendation  #1 
The  department: 

A.  Establish  standards  for  the  documentation  of  general 
assistance  files  to  ensure  consistency  among  the  counties. 

Agency  Response:    Concur.    See  page  56. 

B.  Establish  a  policy  that  every  general  assistance  recipient 
file  be  reviewed  and  approved  before  assistance  amounts 
are  paid. 

Agency  Response:    Concur.    See  page  56. 

C.  Ensure  applicants  receive  timely  written  notification  of 
approval  or  disapproval  of  general  assistance. 

Agency  Response:    Concur.    See  page  56. 

Recommendation  #2 

The    department    perform    quality    assurance    reviews    of    the 

general  assistance  program. 

Agency  Response:    Concur.    See  page  56. 

Recommendation  #3 
The  department: 

A.  Ensure  county  recipient  files  and  payment  lists  are 
reviewed  and  approved  prior  to  making  payment. 

Agency  Response:    Concur.    See  page  57. 

B.  Improve  physical  controls  over  blank  checks. 
Agency  Response:    Concur.    See  page  57. 

C.  Ensure  the  list  of  checks  processed  is  compared  with 
check  issuance  records. 

Agency  Response:    Concur.    See  page  57. 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

(continued) 
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Recommendation  #4 

The   department   close    the    Department   of  Community    Affairs  10 

grants    and    deposit    the    indirect    cost    reimbursements    in    the 

general  fund. 

Agency  Response:    Concur.    See  page  57. 

Recommendation  #5 

The      department      transfer      $133,267      in      statewide      cost  11 

allocation     plan     reimbursements     to     the     general     fund     as 
required  by  state  policy. 

Agency  Response:    Partially  concur.   See  page  57. 

Recommendation  #6 

The  department:  14 

A.  Establish      procedures      to      ensure      federal      reports      are 
complete  and  accurate. 

Agency  Response:   Concur.   See  page  58. 

B.  Seek    reimbursement    for    the    $92,344    of    unreported    costs 
noted  during  the  audit. 

Agency  Response:    Concur.    See  page  58. 

Recommendation  #7 

The    department    obtain    and    review    audit    reports    of    tribal  15 

governments  as  required  by  OMB  Circular  A- 128. 

Agency  Response:   Concur.   See  page  58. 

Recommendation  #8 

The    department    establish    procedures    to    ensure    the    schedule  16 

of  federal  assistance  is  accurately  prepared. 

Agency  Response:    Concur.    See  page  58. 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 
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Recommendation  #9 

The  department:  17 

A.  Ensure  its  medicaid  reports  are  reconciled  to  the 
accounting  records. 

Agency  Response:    Concur.    See  page  58. 

B.  Continue  to  reconcile  expenditures  from  the  annual 
reports  submitted  to  HCFA  to  expenditures  recorded  on 
the  statewide  budgeting  and  accounting  system. 

Agency  Response:    Concur.    See  page  58. 

Recommendation  #10 

The     department     require     the     medicaid     claims     processing  19 

contractor     obtain      a      formal,      independent      service     center 

review    or    electronic    data    processing    application    review    on 

the  department's  medicaid  claims  processing  system. 

Agency  Response:    Concur.    See  page  59. 

Recommendation  #11 

The    department    establish    a    system    for    utilization    review    of  20 

Home     Health     Services     which     includes     monitoring     of     the 
number  of  visits. 

Agency  Response:    Concur.    See  page  59. 

Recommendation  #12 

The  department:  22 

A.  Run  a  periodic  computer  match  between  MIMS  and  the 
Patient  Assessment  System. 

Agency  Response:   Concur.   See  page  59. 

B.  Require  long-term  care  facilities  to  correct  any  incorrect 
patient  identification  numbers  as  appropriate  on  the 
patient  abstract  forms. 

Agency  Response:   Concur.    See  page  59. 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 
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Recommendation  #13 

The  department:  23 

A.  Periodically    review    all    components    in    the    reimbursement 
formula. 

Agency  Response:   Concur.   See  page  60. 

B.  Document       reimbursement      formula      development      and 
changes. 

Agency  Response:    Concur.    See  page  60. 

Recommendation  #14 

The    department    ensure    food    stamp    inventory    levels    at    the  25 

counties       are       maintained      in      accordance      with       federal 

regulations. 

Agency  Response:   Concur.   See  page  60. 

Recommendation  #15 

The  department  25 

A.  Establish    procedures    to    ensure    ATP   cards   are    not    stored 
in  the  same  location  as  food  stamps. 

Agency  Response:    Concur.    See  page  60. 

B.  Establish    procedures    to    ensure    access    to    ATP    cards    is 
limited  to  only  authorized  individuals. 

Agency  Response:   Concur.    See  page  60. 

Recommendation  #16 

The  department:  27 

A.  Maintain     only     one     food     commodity     inventory     record 
keeping  system. 

Agency  Response:   Concur.   See  page  61. 

B.  Establish     procedures     to     ensure     values     for     the     food 
commodity  inventory  are  properly  updated. 

Agency  Response:    Partially  concur.    See  page  61. 

Recommendation  #17 

The      department      require      signature      approval      of      food  28 

commodity  requisitions. 

Agency  Response:    Concur.    See  page  61. 
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Recommendation  #18 

The    department    maintain    valid    contracts    for  28 

subrecipients  receiving  food  commodity  distributions. 

Agency  Response:    Concur.    See  page  61. 

Recommendation  #19 

The  department:  30 

A.  Record  expenditures  in  the  year  in  which  obligations  are 
incurred. 

Agency  Response:   Concur.    See  page  61. 

B.  Work  with  OBPP  to  obtain  a  budget  amendment  and 
correct  the  state's  accounting  records. 

Agency  Response:    Concur.    See  page  61. 

C.  Consider  requesting  that  the  Legislature  appropriate  the 
General  Fund  match  at  each  state  institution  for  eligible 
medicaid  services. 

Agency  Response:    Concur.    See  page  62. 

Recommendation  #20 

The    department   analyze    and   correct    the   account    balances    in  31 

the  federal  special  revenue  fund. 

Agency  Response:   Concur.   See  page  62. 

Recommendation  #21 

The      department      continue      to      provide      adequate      support  31 

documentation  for  all  SBAS  transactions. 

Agency  Response:    Concur.    See  page  62. 

Recommendation  #22 

The    department    properly    record    transactions    in    accordance  33 

with  state  accounting  policy. 

Agency  Response:    Concur.    See  page  62. 
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Recommendation  #23 

The  department:  34 

A.  Establish  a  written  security  ID  and  password  policy. 

Agency  Response:    Concur.    See  page  62. 

B.  Periodically  change  passwords. 
Agency  Response:    Concur.    See  page  62. 

C.  Assign    individual    security    IDs    rather    than    using    blanket 
IDs. 

Agency  Response:    Concur.    See  page  63. 

D.  Periodically      review      the      appropriateness      of     individual 
levels  of  access. 

Agency  Response:    Concur.    See  page  63. 

Recommendation  #24 

The  department:  35 

A.  Lock     the     output     box     located     at     Information     Services 
Division. 

Agency  Response:    Concur.    See  page  63. 

B.  Establish    a    more    secure    system    for    distributing    sensitive 
computer  output. 

Agency  Response:   Concur.   See  page  63. 

Recommendation  #25  37 

The  department: 

A.  Review     and     test     the     edits     of     the     LIEAP     processing 
system  to  ensure  the  edits  are  properly  functioning. 

Agency  Response:    Concur.    See  page  63. 

B.  Establish    additional   edits    which   could   ensure    benefits   are 
paid  only  to  eligible  recipients  in  proper  amounts. 

Agency  Response:    Conditionally  concur.    See  page  63. 
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Recommendation  #26 

The  department:  39 

A.  Record  all  equipment  with  a  value  of  $200  or  more  on  its 
property  records  and  ensure  the  items  are  properly 
tagged. 

Agency  Response:   Concur.   See  page  64. 

B.  Maintain  accurate  records  of  equipment  by  location. 
Agency  Response:    Concur.    See  page  64. 

C.  Conduct  a  physical  inventory  of  equipment  as  required  by 
state  policy. 

Agency  Response:    Concur.    See  page  64. 

Recommendation  #27 

The    department    track    the    funding    source    of    equipment    on  40 

its  accounting  records. 

Agency  Response:    Concur.    See  page  64. 

Recommendation  #28 

The  department:  42 

A.  Require  counselors  to  keep  travel  logs  detailing  the  date, 
destination,  odometer  readings,  mileage  claimed,  and 
person  contacted  and  use  the  log  to  complete  travel 
vouchers. 

Agency  Response:   Concur.    See  page  64. 

B.  Require  field  office  personnel  to  submit  biweekly  time 
summaries  which  detail  days  worked  and  days  off. 

Agency  Response:    Concur.    See  page  64. 

C.  1.  Provide  formal  orientation  to  new  counselors  as  to 
procedures  to  be  followed  and  forms  to  be  used  and, 
through  orientation,  emphasize  the  importance  of 
reporting  accurate  information. 

Agency  Response:   Concur.    See  page  64. 

2.    Review    the    policies    and    procedures    with    counselors 
periodically. 

Agency  Response:    Concur.    See  page  65. 
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D.  Provide  training  for  supervisory  personnel  to  outline 
what  they  are  responsible  for,  how  much  authority  they 
have,  and  to  whom  they  are  accountable. 

Agency  Response:   Concur.   See  page  65. 

E.  Require  the  internal  audit  function  to  periodically  review 
field  office  travel  and  leave  procedures,  evaluate  the  use 
procedures  against  department  policies  and  state  laws 
and  regulations,  and  recommend  necessary  changes  to  the 
field  office  or  the  department  as  applicable. 

Agency  Response:    Conditionally  concur.    See  page  65. 

Recommendation  #29 

The    department    maintain    documentation    certifying    workers'  44 

compensation    insurance    coverage    or    an    approved    exemption 

for  contractors. 

Agency  Response:   Concur.   See  page  65. 
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INTRODUCTION  AND  SCOPE  OF  AUDIT 

We  performed  a  financial-compliance  audit  of  the  Department  of  Social 
and  Rehabilitation  Services  (SRS)  for  the  two  fiscal  years  ended  June  30,  1987. 
The  objectives  of  the  audit  were  to: 

1.  Review  the  adequacy  of  the  management  information  system  and 
make  recommendations  for  the  improvement  of  management  and 
internal  controls  of  the  department; 

2.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations; 

3.  Determine  if  the  department's  financial  schedules  present  fairly,  in 
accordance  with  state  accounting  policy,  the  results  of  operations 
for  the  two  fiscal  years  ended  June  30,   1987;  and 

4.  Determine  implementation  status  of  prior  audit  recommendations. 

This     report     contains     29  recommendations     to     the     department.  These 

recommendations  address  areas  where  the  department  can  improve  management, 
internal  controls,  accounting  procedures,  and  compliance  with  laws  and 
regulations.  Other  concerns  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  programs  are  not  specifically  included 
in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
cost,  if  significant,  of  implementing  the  recommendations  in  this  report. 

BACKGROUND 

The  legislature  created  the  Department  of  Social  and  Rehabilitation 
Services  (SRS)  as  a  multi-function  human  services  agency  under  the  Executive 
Reorganization  Act  of  1971.    SRS  provides: 

1.  Assistance  to  qualified  individuals  or  families,  for  example,  general 
assistance,  food  stamps,  food  commodities,  and  aid  to  families  with 
dependent  children  (AFDC); 

2.  Medical  assistance; 

3.  Medical  and  educational  assistance  to  developmentally  disabled  and 
the  physically  handicapped;  and 

4.  Rehabilitation  of  the  vocationally  and  visually  handicapped. 
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Until  June  30,  1987,  SRS  also  provided  child  and  youth,  aging,  and  social 
services  programs  through  its  Community  Services  Division.  Chapter  609,  Laws 
of  1987,  merged  the  Community  Services  Division  into  a  new  agency,  the 
Department  of  Family  Services.    SRS  continues  to  operate  five  other  divisions. 

The  Economic  Assistance  Division  manages  and  supervises  a  number  of 
programs  which  receive  fiscal  authorization  from  the  state  legislature  but  are 
administered  at  the  local  level.  The  division's  responsibility  for  the  assistance 
programs  includes  developing  policies  and  procedures  which  comply  with  state 
and      federal      laws      and      regulations.  The      division      also      supervises      the 

implementation    of    these    programs    at    the    local    level.       SRS    offices    located    in 
the  counties  administer  the  assistance  programs. 

In  the  Rehabilitative/Visual  Services  Division,  SRS  provides  services  to 
vocational  and  visually  handicapped  Montanans.  Some  of  the  services  include 
diagnostic  evaluations,  counseling,  job  training,  job  placement,  independent 
living,  extended  employment,  and  supportive  employment. 

The  Developmental  Disabilities  Division  contracts  with  nonprofit 
organizations  to  provide  services  to  developmentally  disabled  people.  The 
developmental  disabilities  program  is  responsible  for  administration  of  the 
state's  community  based  programs  for  individuals  disabled  by  mental 
retardation,  autism,  epilepsy,  and  other  conditions  closely  related  to  mental 
retardation  if  the  disability  occurred  before  the  person  reached  the  age  of  18. 

The  Audit  and  Program  Compliance  Division  conducts  department-wide 
audits  and  program  compliance  reviews  to  determine  the  department's 
compliance  with  state  and  federal  requirements.  The  division  audits  other 
divisions  and  programs  of  the  department  and  it  audits  subrecipients  of  state 
and  federal  funds.  The  division  performs  quality  control  reviews  of  recipient 
eligibility  in  AFDC,  medical  assistance,  and  food  stamps.  It  also  reviews 
program  effectiveness,  screens  fraud  reports,  refers  child  support  cases,  and 
checks  third-party  liability. 

The  Centralized  Services  Division  provides  administrative  and  fiscal 
support  for  the  department. 

PRIOR  AUDIT  RECOMMENDATIONS 

Our  office  performed  the  department's  financial-compliance  audit  for  the 
two     fiscal     years     ended     June  30,      1985.         The     report     contained     nineteen 
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recommendations      still      applicable      to      the      department.  The      department 

implemented  thirteen  recommendations,  partially  implemented  one,  and  did  not 
implement  five.  Those  recommendations  not  implemented  relate  to  the  general 
assistance  program  (page  3),  controls  over  blank  contingent  revolving  fund 
checks  (page  7),  and  electronic  data  processing  access  controls  (page  33).  The 
recommendation  which  was  partially  implemented  relates  to  the  safeguarding  of 
food  stamp  ATP  cards  (page  25). 

Our  office  also  completed  six  performance  audits  of  the  various  Medicaid 
programs  between  December  1984  and  May  1986.  We  tested  implementation 
status  of  28  of  the  45  prior  recommendations.  Only  Medicaid  recommendations 
that  we  considered  most  significant  were  selected  for  follow-up.  Although  we 
found  most  of  the  28  recommendations  were  implemented,  3  were  not  imple- 
mented and  are  discussed  beginning  on  page  19  of  this  report. 

GENERAL  ASSISTANCE 

The  General  Assistance  Program  provides  money  for  the  basic  necessities 
of  eligible  persons.  Title  53,  chapter  2,  part  8,  MCA,  allows  the  state,  at  the 
county's  option,  to  assume  the  county's  welfare  programs  including  general 
assistance  (GA)  operations.  Twelve  counties  have  chosen  to  be  served  by  the 
state.  The  counties  who  choose  this  option  must  levy  12  mills  to  be  paid  to 
the  state.  The  state,  in  turn,  makes  all  GA  payments.  Applications  and 
eligibility  determinations  for  GA  for  the  assumed  counties  are  processed  at  the 
counties  following  SRS  policy  manual  guidelines.  Those  counties  not  opting  to 
be  state  assumed  pay  for  GA  solely  from  county  funds. 

We  visited  four  state  assumed  counties  to  test  compliance  with  state 
guidelines  governing  GA.  We  tested  compliance  at  four  counties  not  examined 
during  our  previous  audit.  During  our  review  of  GA  at  these  counties,  we 
tested  80  judgmentally  selected  GA  participant  files  (20  at  each  county)  to 
determine  whether  the  files  support  the  eligibility  determinations  made  by 
eligibility  technicians  (ETs).  We  found  that  45  percent  of  the  files  we 
reviewed  at  the  counties  contained  at  least  one  error.  At  one  county, 
80  percent  of  the  files  we  reviewed  contained  at  least  one  error.  The  errors 
noted  were  as  follows: 


Nine  of  80  (11%)  files  reviewed  were  missing  certain  information 
which  was  required  to  determine  whether  a  participant  was  eligible 
for  general  assistance,  and  to  calculate  the  allowable  assistance 
payment.  Some     files     were     missing     more     than     one     type     of 

information.  For  example,  we  noted  applications  for  GA  which  did 
not  document  the  amount  of  monthly  income  earned  by  the 
participants.  Some  files  did  not  indicate  whether  the  participant 
had     registered      for     employment     at     the     Job     Service.  Several 

applications  for  GA  did  not  contain  required  documentation  of  the 
participants'  work  history  and  one  file  did  not  contain  the 
appropriate  change  in  status  form  which  is  used  to  document  why  a 
recipient's  assistance  payment  was  changed.  The  previous  audit  of 
the  department  also  addressed  a  concern  regarding  the 
documentation  of  GA  applicant  eligibility,  noting  12  instances  in 
80  files  tested. 

Seven  of  80  (9%)  general  assistance  payments  tested  were  incorrectly 
calculated.  Some  GA  participants  were  paid  more  than  they  were 
entitled  to  receive  while  others  received  less  than  they  were  entitled 
to  receive.  The  errors  ranged  from  a  $50  per  month  overpayment  to 
a  $206  per  month  underpayment.  State  policy  requires  that  each 
eligible  GA  participant  receive  the  amount  to  which  he  is  entitled. 
County  personnel  indicated  the  errors  were  human  errors  such  as 
math  errors,  transposition  errors,  misinterpretation  of  regulations, 
and  oversight.  The  prior  audit  report  disclosed  no  instances  of 
incorrectly  calculated  payments. 

Ten  of  80  (12%)  client  files  tested  did  not  have  adequate  support 
documentation  to  demonstrate  that  participants  were  complying  with 
workfare  requirements.  All  recipients  in  the  counties  we  tested  are 
required  to  participate  in  workfare  unless  they  are  specifically 
exempted.  The  GA  policy  manual  requires  that,  individuals  meeting 
the  GA  eligibility  criteria  must  participate  in  the  workfare  program, 
or  they  will  be  assessed  penalties.  In  some  instances  files  contained 
no  documentation  indicating  whether  the  individuals  were  partici- 
pating in  workfare  even  though,  based  on  other  documentation 
available  in  the  recipients'  files,  the  individuals  appeared  eligible  to 
participate.  In     other     instances,     the     files     indicated     individuals 

participated  in  workfare  but  we  found  no  evidence  that  the 
individuals'  participation  was  verified  with  his  employer.  SRS 
implemented  workfare  requirements  on  July  1,  1985,  consequently, 
compliance  with  workfare  was  not  tested  in  the  previous  audit. 

Of  the  80  files  tested,  we  noted  16  applications  with  no  authorizing 
signature.  This  was  also  a  concern  in  the  prior  audit  of  the 
department  where  37  of  80  files  tested  contained  applications  which 
were  not  properly  approved.  It  is  the  department's  policy  that  all 
GA  applications  be  signed  by  the  authorized  official  who  received 
and  reviewed  the  application.  Without  a  signature,  there  is  no 
documentation  the  application  was  reviewed.  All  applications  should 
be  reviewed  to  ensure  they  are  complete  and  contain  all  the 
required  information  before  they  are  accepted  by  the  department. 


SRS  employees  working  at  the  counties  indicated  three  reasons  for  the 
errors  discussed  above: 

1)  The   department's    GA    policy    manual    is   not   clear    regarding   eligibility 
requirements  and  documentation  standards; 

2)  The      documentation      and      review      procedures      followed      by      the 
department's  employees  are  not  consistent  among  the  counties;  and 

3)  Oversight  by  employees. 

If  the  department  would  establish  documentation  standards,  and  enforce  a 
policy  that  every  general  assistance  recipient  file  and  application  be  reviewed 
and  approved  by  a  properly  trained  authorized  official  before  assistance 
amounts  are  paid  or  changed,  it  could  significantly  reduce  the  number  of 
errors  in  the  General  Assistance  program.  A  review  of  the  recipient's  file 
during  the  approval  process  would  help  ensure  that  all  required  information  is 
properly  documented,  that  the  recipient  is  eligible,  and  the  benefit  amount  is 
properly  calculated. 

Timeliness  of  Determination 

In  addition  to  the  concerns  noted  in  the  previous  section,  we  also  have  a 
concern  with  the  timeliness  of  the  eligibility  determination.  Section  46.25.721 
Administrative  Rules  of  Montana  (ARM)  requires  that  eligibility  determinations 
be  made  within  30  days  of  the  application  date.  The  ARM  also  requires  that 
the  applicant  be  notified,  in  writing,  within  a  reasonable  time  after  the 
approval  or  disapproval  determination  is  made.  We  noted  the  following 
instances  in  which  ARM  requirements  were  not  followed. 

Thirteen  participant  files  or  16%  of  those  tested,  contained  no 
written  documentation  notifying  the  client  of  approval  or  denial  for 
general  assistance.    (This  occurred  predominantly  at  one  county.) 

Five  participants  were  not  notified  of  eligibility  determination  in  a 
timely  manner.  These  eligibility  notifications  were  prepared  in 
writing  between  42  days  and  67  days  after  the  date  of  application. 

We  noted  three  instances  in  the  previous  audit  report  where  determinations 
were  not  timely.  The  report  recommended  the  department  ensure  timely 
eligibility  determinations  and  notifications. 


RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  STANDARDS  FOR  THE  DOCUMENTATION  OF  GENERAL 
ASSISTANCE  FILES  TO  ENSURE  CONSISTENCY  AMONG  THE 
COUNTIES. 

B.  ESTABLISH  A  POLICY  THAT  EVERY  GENERAL  ASSISTANCE 
RECIPIENT  FILE  BE  REVIEWED  AND  APPROVED  BEFORE 
ASSISTANCE  AMOUNTS  ARE  PAID. 

C.  ENSURE  APPLICANTS  RECEIVE  TIMELY  WRITTEN  NOTIFICATION 
OF  APPROVAL  OR  DISAPPROVAL  OF  GENERAL  ASSISTANCE. 


OUALITY  ASSURANCE  REVIEWS 

SRS  hired  two  individuals  in  fiscal  year  1985-86  to  perform  quality 
assurance  reviews  of  economic  assistance  cases.  Unlike  other  quality  control 
reviews,  which  select  cases  randomly  from  federal  assistance  programs  on  a 
statewide  basis,  these  quality  assurance  reviews  focused  on  general  assistance 
cases.  SRS  targeted  the  reviews  to  specific  counties  and  tailored  the  scope  of 
the  review  to  provide  feedback  useful  to  management  in  lowering  the  general 
assistance  error  rate.  According  to  figures  supplied  by  SRS  management,  the 
department  reduced  assistance  payments  $75,866,  ($74,078  General  Fund),  with 
two  quality  assurance  reviewers  in  ten  months  during  fiscal  year  1985-86.  The 
two  quality  assurance  reviewers'  positions  cost  the  department  approximately 
$39,500  for  salaries,  benefits,  and  travel  expenses.  Each  position  generated 
approximately  1.9  times  its  cost  in  GA  payment  reductions. 

In  one  state  assumed  county,  quality  assurance  reviewers  sent  a 
questionnaire  to  330  recipients  to  verify  certain  information  used  in 
determining     eligibility     for     assistance.  Of     the     330     recipients     mailed     a 

questionnaire,  102  failed  to  respond.  Of  these  102,  53  did  not  respond  to 
subsequent  requests  for  information  and  SRS  terminated  their  benefits.  From 
the  questionnaires  returned,  quality  assurance  reviewers  checked  information 
provided  by  the  recipients.  As  a  direct  result  of  the  case  reviews  completed, 
SRS  ended  benefits  in  16  more  cases,  ordered  reductions  or  repayments  in  five 
cases,  and  referred  two  cases  for  fraud  investigation. 


In  a  sample  of  30  cases  reviewed  in  another  county,  four  recipients  left 
town  before  the  home  visit,  two  lived  at  addresses  other  than  those  shown  in 
their  files,  and  six  had  income  or  resources  in  excess  of  amounts  reported  in 
their  files.  These  findings  indicate  participants  either  provided  inaccurate  or 
incomplete  eligibility  information  when  they  applied  for  assistance,  or  neglected 
to  report  changes  in  their  situations  which  affected  GA  eligibility. 

During  fiscal  year  1985-86,  the  two  special  quality  assurance  personnel 
performed  desk  reviews  of  all  general  assistance  cases  in  state  assumed 
counties.  As  a  result,  SRS  identified  two  significant  weaknesses  in  case 
documentation.  The  reviews  showed  that  63  percent  of  the  cases  lacked  a 
current  wage  match  and  30  percent  of  the  cases  lacked  a  declaration  of 
resources  by  the  recipient.  SRS  uses  wage  matches  from  the  Unemployment 
Insurance  Division  to  check  income  information  supplied  by  the  recipient. 
Resources  owned  by  recipients  affects  benefit  determination. 

The  two  quality  assurance  positions  were  eliminated  as  of  June  30,  1986. 
Agency  management  said  the  cuts  were  made  to  comply  with  the  governor's 
5  percent  General  Fund  budget  reduction  and  to  make  legally  required  pay  plan 
increases.  A  department  official  stated  the  FTE  reduction  was  proposed  along 
with  other  options  in  the  governor's  budget  during  the  June  1986  Special 
Legislative  session.  The  official  said  the  legislature  accepted  the  governor's 
proposed  budget,  thus  cutting  the  two  quality  assurance  positions  in  the 
General  Assistance  Program.  SRS  management  elected  not  to  recommend  any 
program  changes  requiring  additional  FTE  to  the  1987  legislature.  The 
department  should  perform  quality  assurance  reviews  of  the  GA  program  to 
contain  costs.  We  estimate  the  cost  of  each  position,  including  salaries, 
benefits,  and  travel  at  $25,672  using  the  fiscal  year  1987-88  state  pay  matrix. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  PERFORM  QUALITY  ASSURANCE 

REVIEWS  OF  THE  GENERAL  ASSISTANCE  PROGRAM. 


CONTINGENT  REVOLVING  FUND 

We     reviewed     contingent    revolving     fund     (CRF)     internal     controls    at     the 
department    and    at    four    counties.       Based    on    our    review,    we    determined    there 


are  internal  control  weaknesses  in  the  operations  of  the  contingent  revolving 
fund.  The  department  uses  the  CRF  predominantly  for  general  assistance  and 
the  Aid  to  Families  with  Dependent  Children  (AFDC)  Program  (CFDA  #13.808) 
payments.  The  department  also  uses  the  fund  for  administrative  purposes 
where  moneys  are  needed  immediately,  such  as  to  pay  unforeseen  travel 
expenses.  In  fiscal  years  1985-86  and  1986-87,  $23  million  in  checks  were 
issued  by  the  56  counties  and  10  district  offices,  and  by  the  department's 
central  office  in  Helena.  Each  county  and  district  office  has  its  own  supply  of 
blank  checks  which  can  be  written  on  the  account.  In  each  of  the  last  two 
audits  of  the  department  and  during  the  current  audit,  we  observed  internal 
control  weaknesses  which  could  allow  persons  working  at  the  department's 
offices  to  write  unauthorized  CRF  checks. 

For  example,  during  this  audit,  we  observed  at  one  state  assumed  county: 

An  eligibility  technician  (ET)  determines  GA  eligibility  and 
authorizes      benefit      payments.  No     one      reviews      the     eligibility 

determination  for  propriety  prior  to  making  a  CRF  payment.  The  ET 
could  authorize  benefit  payments  to  fictitious  or  ineligible 
individuals. 

A  clerk  establishes  a  payment  list  which  generates  CRF  checks  for 
recipients.  No  review  is  performed  by  a  supervisor  to  ensure  that 
only  the  checks  originally  authorized  by  the  ET  are  prepared.  The 
clerk  could  prepare  fictitious  or  erroneous  payments. 

At  another  county,  we  observed  that  during  work  hours  blank  checks  are 
stored  in  an  open  safe  located  in  a  hallway  which  is  accessible  to  office 
employees  and  the  general  public.  This  situation,  which  we  also  noted  in  our 
last  audit,  leaves  the  blank  checks  susceptible  to  theft. 

A  list  of  checks  processed  is  prepared  by  SRS  and  distributed  to  all 
offices  that  issue  CRF  checks.  The  department  distributes  the  list  so  that 
office  personnel  can  compare  the  list  of  checks  processed  with  their  records  to 
ensure  that  only  properly  authorized  checks  were  processed.  Department 
officials  consider  this  procedure  to  be  an  important  internal  control  over  the 
CRF.  Only  one  of  the  four  counties  that  we  visited  used  the  list  of  checks 
processed  as  a  CRF  control.  Personnel  at  the  other  three  counties  either  did 
not  understand  how  to  use  the  processed  check  list,  or  they  considered  the 
procedure  unnecessary. 


RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE   COUNTY   RECIPIENT   FILES   AND  PAYMENT   LISTS   ARE 
REVIEWED  AND  APPROVED  PRIOR  TO  MAKING  PAYMENT. 

B.  IMPROVE  PHYSICAL  CONTROLS  OVER  BLANK  CHECKS. 

C.  ENSURE  THE  LIST  OF  CHECKS  PROCESSED  IS  COMPARED  WITH 
CHECK  ISSUANCE  RECORDS. 


INDIRECT  COSTS 

Programs  administered  by  SRS  benefit  from  costs  incurred  by  other  state 
agencies,  such  as  the  costs  of  operating  the  state's  central  payroll  system, 
purchasing  division,  or  personnel  division.  The  Department  of  Administration 
allocated  SRS  and  other  agencies  indirect  costs  based  on  a  predetermined 
formula,  the  statewide  cost  allocation  plan  (SWCAP).  SRS  distributes  SWCAP 
costs  allocated  to  the  department  to  its  various  programs  through  a 
departmental  cost  allocation  plan.  Since  a  portion  of  indirect  costs  benefit 
federal  grants  and  contracts,  some  indirect  costs  are  reimbursed  by  the  federal 
government.  The  following  two  report  sections  address  concerns  regarding  the 
department's  handling  of  indirect  cost  reimbursements.  Additional  information 
concerning  indirect  cost  reimbursements  is  contained  in  the  report  section 
titled  Financial  Status  Reports  on  page  14. 

Grant  Close-outs 

When  the  Montana  Department  of  Community  Affairs  (DCA)  merged  into 
the  Department  of  Commerce  in  1981,  SRS  assumed  administrative  responsibility 
for  certain  grants.  The  responsibility  included  monitoring  subrecipient  final 
reports  and  collecting  unused  subrecipient  grant  funds.  Agency  personnel 
estimated  that  the  state  expended  and  could  recover  from  the  federal 
government  $463,169  for  indirect  costs  on  these  grants.  The  personnel  be- 
lieved that  the  $463,169  could  be  transferred  to  the  General  Fund  when  the 
grants  are  closed.  SRS  already  has  a  cash  balance  of  $420,798  in  the  Special 
Revenue  Fund  connected  with  these  grants. 

State  law  requires  grantee  agencies  to  negotiate  indirect  cost  rates  and 
endeavor,    to    the    fullest    extent    possible,    to    recover    indirect    costs    of    federal 
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assistance  programs.  In  1981,  SRS  renegotiated  the  indirect  cost  rate  for 
these  grants  with  the  U.S.  Department  of  Labor.  The  new  rate  covered 
indirect  costs  actually  incurred.  SRS  has  not  completed  the  recovery  process 
by  closing  the  grants  and  depositing  the  money  in  the  General  Fund. 

In  October  1983,  SRS  management  directed  its  fiscal  bureau  staff  to 
contact  federal  program  auditors  and  submit  a  written  claim  for  indirect  cost 
moneys.  We  noted  no  documentation  of  action  since  that  date.  A  department 
official  said  some  phone  contacts  were  made  several  years  ago,  but  federal 
officials  have  not  responded.  Another  official  said  the  grants  have  not  been 
closed  because  the  department  was  awaiting  several  audits  from  subgrantees  to 
determine  actual  costs.  We  were  later  informed  that  all  the  subgrantees  have 
been  audited.    The  last  required  audit  was  completed  in  1985. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  CLOSE  THE  DEPARTMENT  OF 
COMMUNITY  AFFAIRS  GRANTS  AND  DEPOSIT  THE  INDIRECT  COST 
REIMBURSEMENTS  IN  THE  GENERAL  FUND. 


Statewide  Indirect  Costs 

The  department  has  not  recorded  all  statewide  cost  allocation  plan 
(SWCAP)  cost  reimbursements  in  the  General  Fund  as  required  by  state  policy. 
State  accounting  policy  requires  that  all  agencies  must  determine  the  amount 
of  recoveries  that  are  due  to  SWCAP  and  move  that  amount  into  the  General 
Fund.  The  purpose  of  the  state  policy  is  to  ensure  the  General  Fund  is 
reimbursed  for  its  share  of  indirect  costs  which  are  allocable  to  federal 
programs. 

In  fiscal  years  1985-86  and  1986-87,  the  General  Fund  at  the  department 
should  have  received  $108,356  and  $24,911,  respectively,  more  than  the  General 
Fund  received.  A  department  official  said  there  are  two  situations  in  which 
the  department  does  not  transfer  SWCAP  reimbursements  to  the  General  Fund. 
In  one  situation,  the  department  spent  more  General  Fund  moneys  for  a  federal 
program  than  was  necessary  to  meet  federal  matching  requirements.  In  the 
other  situation,  the  department's  administrative  costs  for  a  program  exceed  the 
level     of     administrative     costs     approved     for     reimbursement     by     the     federal 
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government.  In  both  cases  the  official  said,  the  General  Fund  would  be 
required  to  pay  for  the  program  cost,  so  why  not  leave  the  SWCAP 
reimbursement  in  the  Special  Revenue  Fund  and  spend  it  there,  rather  than 
spending  it  out  of  the  General  Fund. 

By  spending  the  SWCAP  reimbursement  out  of  the  Special  Revenue  Fund 
to  offset  General  Fund  expenditures  the  department  is  misrepresenting  the 
actual  General  Fund  support  for  federal  programs  on  the  state's  financial 
records.  The  department  is  overstating  expenditures  in  the  Special  Revenue 
Fund  and  understating  expenditures  in  the  General  Fund.  At  the  end  of  fiscal 
years  1985-86  and  1986-87,  the  department  had  sufficient  appropriation 
authority  to  pay  its  program  expenditures  from  the  General  Fund  which  would 
have  allowed  the  department  to  transfer  SWCAP  reimbursements  as  required  by 
state  policy. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  TRANSFER  $133,267  IN 
STATEWIDE  COST  ALLOCATION  PLAN  REIMBURSEMENTS  TO  THE 
GENERAL  FUND  AS  REQUIRED  BY  STATE  POLICY. 


FEDERAL  PROGRAM  MANAGEMENT  AND  COMPLIANCE 

Our  financial-compliance  audit  of  the  Department  of  Social  and 
Rehabilitation  Services  is  required  by  the  federal  Single  Audit  Act  of  1984  to 
include  tests  to  ensure  that  major  federal  assistance  programs  are  managed  and 
operated  in  accordance  with  federal  laws  and  regulations.  Major  federal 
assistance  programs  for  the  state  of  Montana  are  defined  in  federal  law  (P.L. 
98-502)  as  any  program  for  which  federal  expenditures  exceed  $3  million  in  a 
fiscal  year.  We  specifically  tested  compliance  and  expenditure  allowability  for 
the  Food  Stamp  Program,  Food  Commodities  Program,  the  Medicaid  Program, 
the  Low  Income  Energy  Assistance  Program  (LIEAP),  the  Social  Services  Block 
Grant,  the  Aid  to  Families  with  Dependent  Children  (AFDC)  Program,  the 
Vocational  Rehabilitation  Program,  and  the  Job  Training  Partnership  Act 
(JTPA). 

To  comply  with  federal  audit  requirements  our  report  discloses  all  federal 
compliance    issues    identified    during    the    audit.      These    federal    compliance    issues 
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are  discussed  on  pages  12  through  28  and  in  the  section  on  property,  plant, 
and  equipment  beginning  on  page  37  of  the  report.  Findings  which  address 
specific  federal  assistance  programs  also  disclose  the  Catalog  of  Federal 
Domestic  Assistance  (CFDA)  number  associated  with  the  program.  Federal 
officials  requested  that  CFDA  numbers  be  included  with  federal  compliance 
findings  where  appropriate. 

Error  Rates  for  Federal  Programs 

The  federal  government  establishes  a  maximum  allowable  error  rate  for 
the  Food  Stamp  Program  (CFDA  #10.551),  the  Aid  to  Families  with  Dependent 
Children  (AFDC)  Program  (CFDA  #13.808),  and  the  Medicaid  Program  (CFDA 
#13.714).  Based  on  projections  made  by  the  department's  Program  Integrity 
Bureau,  the  Food  Stamp  Program  and  the  AFDC  Program  error  rates  exceeded 
the  maximum  allowable  error  rates  established  by  the  federal  government. 
Federal  sanctions  amounting  to  nearly  $3.7  million  could  be  levied  on  the  state 
as  a  result  of  the  errors. 

A  department  official  said  that  42  of  50  states  exceeded  the  5  percent 
food  stamp  error  rate,  and  legislation  has  been  introduced  in  the  U.S.  Senate 
which  places  a  moratorium  on  sanctions  until  September  1988.  According  to 
the  official,  the  results  of  a  federal  government  study  of  the  food  stamp 
quality  control  process  will  be  available  at  that  date  to  evaluate  concerns  with 
how  sanctions  are  determined. 

The  following  chart  summarizes  the  results  of  the  Program  Integrity 
Bureau's  comparison  of  the  actual  error  rate  to  the  maximum  allowable  error 
rate  (target  rate).  It  also  estimates  the  sanction  amounts  that  the  General 
Fund  might  be  required  to  pay.  The  Medicaid  error  rate  is  1.2  percent,  which 
is  less  than  the  3  percent  rate  established  by  the  federal  government  and  is 
excluded  from  the  schedule.  Department  officials  obtained  the  estimated 
sanction  amounts,  except  for  the  federal  fiscal  year  1986  AFDC  amount,  from 
the  federal  government.  The  1986  AFDC  sanction  amount  was  calculated  by 
SRS  personnel  using  a  formula  specified  in  federal  regulations. 
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AFDC   PROGRAM 


Federal 

Actual 

Estimated 

Fiscal 

Error 

Target 

Sanction 

Year 

Rate 

Rate 

Difference 

Amounts 

84 

6.9% 

3% 

3.9% 

$   682,186 

85 

7.5% 

3% 

4.5% 

1,444,070 

86 

5.1% 

3% 

2.1% 

450,377 

87* 

5% 

3% 

2% 

NA 

$2,576,633 

FOOD   STAMP   PROGRAM 


Federal 

Actual 

Estimated 

Fiscal 

Error 

Target 

Sanction 

Year 

Rate 

Rate 

Difference 

Amounts 

84 

8.7% 

7% 

1.7% 

$    90,933 

85 

7.4% 

5% 

2.4% 

385,539 

86 

8.3% 

5% 

3.3% 

635,940 

87* 

5.6% 

5% 

.6% 

NA 

$1,112,412 

■*The   Federal   Fiscal  Year   87   percentages   are   calculated   for   the 
period  October   1986    to   April   1987   because    the   department  has 
not  yet   completed  calculating   its   projected  error   rate    through 
September   1987. 

NA    -    Not  Available 

Data  was   provided  by   the   Department   of   Social   and  Rehabilitation 
Services . 

The  department  began  implementing  corrective  action  plans  for  both  the 
AFDC  and  Food  Stamp  Programs.  The  department  expects  the  corrective 
action  plans  will  reduce  the  error  rates  in  the  two  programs. 

Since  the  department  is  in  the  process  of  implementing  corrective  action 
plans  to  reduce  the  error  rates  in  the  AFDC  and  Food  Stamp  Programs  we  do 
not  make  a  recommendation  on  this  issue.  This  report  section  is  intended  for 
disclosure  purposes  only. 


Federal  Reports 

The    federal    government    requires    state    agencies    to    periodically    report    the 
financial    status    of    grants    received    by    the    state    and    grants    made    by    the    state 
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to  subgrantees.  State  agencies  are  also  required  by  federal  regulation  to  have 
a  system  of  internal  control  to  provide  reasonable  assurance  that  it  is 
managing  federal  assistance  programs  in  compliance  with  applicable  laws  and 
regulations.  As  part  of  a  state  agency's  system  of  internal  control,  the  agency 
should  have  a  system  for  monitoring  subrecipients  and  obtaining  and  acting  on 
subrecipient  audit  reports.  The  following  four  report  sections  address  our 
concerns  regarding  federal  reporting  and  the  department's  system  of  obtaining 
subrecipient  audit  reports. 

--Financial  Status  Reports 

The  department  did  not  accurately  prepare  two  federal  reports  for  its 
Vocational  Rehabilitation  grant  (CFDA  #84.126)  and  two  reports  for  the  Aid  to 
Families  with  Dependent  Children  (AFDC)  grant  (CFDA  #13.808).  Federal 
regulations  require  that  financial  reports  submitted  to  the  federal  government 
be     accurate     and     complete.  We      noted     the     September      1986      vocational 

rehabilitation  financial  status  report  understated  indirect  costs  amounting  to 
$12,577.  The  June  1986  vocational  rehabilitation  report  also  understated 
indirect  costs  by  $127.  The  March  1987  and  June  1987  AFDC  financial  status 
reports  misstated  benefit  costs.  The  combined  effect  of  the  errors  on  the 
AFDC  reports  was  a  net  understatement  of  costs  amounting  to  $79,640. 

State  law  requires  state  agencies  to  recover  indirect  cost  reimbursement 
to  the  fullest  extent  possible.  If  we  had  not  found  these  errors  it  could  have 
cost  the  state  General  Fund  $92,344.  Accounting  personnel  indicated  the 
errors  were  caused  by  oversights  and  they  would  be  corrected  on  subsequent 
federal  financial  status  reports. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  PROCEDURES  TO  ENSURE  FEDERAL  REPORTS  ARE 
COMPLETE  AND  ACCURATE. 

B.  SEEK  REIMBURSEMENT  FOR  THE  $92,344  OF  UNREPORTED  COSTS 
NOTED  DURING  THE  AUDIT. 
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--Subrecipient  Audits  -  Tribal  Governments 

The  department  has  no  procedure  for  obtaining  and  acting  on  audit 
reports  of  tribal  governments  performed  under  the  provisions  of  Office  of 
Management  and  Budget  (OMB)  Circular  A- 128.  This  circular  establishes  federal 
audit  requirements  for  state  and  local  governmental  units  which  receive  federal 
funds.  Tribal  governments  receive  federal  food  commodity  (CFDA  #10.550) 
distributions  from  the  department.  The  department,  as  the  recipient  of  federal 
assistance  (i.e.,  food  commodities),  is  required  by  federal  regulations  to  have  a 
system  for  monitoring  subrecipients  such  as  tribal  governments.  One  method 
the  department  can  use  to  monitor  tribal  governments  is  to  require  the  tribe 
provide  the  department  with  an  audit  report  performed  in  accordance  with  the 
provisions  of  OMB  Circular  A- 128.  Tribal  governments  are  required  to  obtain 
an  audit  in  accordance  with  OMB  Circular  A- 128  and  if  the  department 
received  and  reviewed  copies  of  the  audit  reports,  it  could  detect  instances 
where  the  tribes  may  not  be  complying  with  federal  regulations  and  disclose 
internal  control  weaknesses  or  questioned  costs. 

RECOMMENDATION  #7 

WE    RECOMMEND   THE   DEPARTMENT   OBTAIN    AND   REVIEW    AUDIT 

REPORTS  OF  TRIBAL  GOVERNMENTS  AS  REQUIRED  BY  OMB  CIRCULAR 

A-128. 


--Schedule  of  Federal  Assistance 

The  schedule  of  federal  assistance  expenditures  for  fiscal  year  1986-87 
prepared  by  the  department  was  not  accurate.  Federal  regulations  require  the 
state  of  Montana  to  provide  the  federal  cognizant  audit  agency  with  a  schedule 
of  federal  assistance  audited  in  accordance  with  the  provisions  of  the  Single 
Audit  Act  of  1984.  Since  the  grant  expenditure  information  contained  in  the 
department's  schedule  of  federal  assistance  is  used  in  the  state's  audit  report 
to  the  federal  government,  it  is  important  that  the  schedule  be  accurately 
prepared. 

Our  tests  of  grant  expenditures  on  the  department's  schedule  of  federal 
assistance     identified     more     than     27  percent     of     the     grants     itemized     on     the 
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schedule  that  were  not  accurately  reported.  The  errors  ranged  from  $1,850  to 
$1   million.  Eleven      of     twelve      grants      which      were      inaccurately      reported 

understated  federal  grant  expenditures.  We  found  similar  concerns  regarding 
the  fiscal  year  1985-86  schedule  of  federal  assistance  prepared  by  the 
department. 

Department  personnel  subsequently  adjusted  the  schedule  of  federal 
assistance  for  the  errors  identified  during  the  audit  so  that  amounts  reported 
by  the  state  would  be  fairly  presented. 

RECOMMENDATION  #8 

WE    RECOMMEND    THE    DEPARTMENT    ESTABLISH    PROCEDURES    TO 

ENSURE  THE  SCHEDULE  OF  FEDERAL   ASSISTANCE   IS  ACCURATELY 

PREPARED. 


--Medicaid  Waiver  Report 

The  department's  annual  report  to  the  federal  government  on  the  Home 
and  Community-Based  Services  Medicaid  Waiver  Program  (CFDA  #13.714)  did 
not      tie     or     reconcile     to     the     department's     accounting      records.  Federal 

regulations  require  the  department  to  file  an  annual  report  with  the  Health 
Care  Financing  Administration  (HCFA)  demonstrating  the  cost  effectiveness  of 
the  waiver  program.  Federal  regulations  also  require  that  the  report  be 
supported  by  the  department's  accounting  records.  The  department  spent  $1.1 
million  in  fiscal  year  1985-86  and  $1.8  million  in  fiscal  year  1986-87  on  the 
waiver  program. 

The  purpose  of  the  medicaid  waiver  program  is  to  allow  people  to  live  at 
home  and  receive  necessary  care  as  long  as  the  cost  is  lower  than  the  cost  of 
institutional  care.  The  waiver  program  is  designed  to  offer  individuals  a  choice 
of  home  service  rather  than  services  in  skilled  nursing  facilities,  intermediate 
care  facilities,  or  intermediate  care  facilities  for  the  mentally  retarded.  The 
program  must  be  cost  effective  in  order  for  the  state  to  keep  the  waiver 
program. 

We  reviewed  the  annual  report  submitted  to  HCFA  for  the  fiscal  year 
ended  June  30,  1986.  We  noted  expenditures  reported  did  not  agree  with 
expenditures     reported     on     the     department's     accounting     records.     Department 
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officials,  at  the  time  of  our  audit,  could  not  explain  why  the  expenditure 
amounts  were  not  in  agreement.  In  February  1988  department  officials 
indicated  the  annual  report  had  been  reconciled  to  the  accounting  records. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE   ITS   MEDICAID   REPORTS   ARE    RECONCILED   TO   THE 
ACCOUNTING  RECORDS. 

B.  CONTINUE  TO  RECONCILE  EXPENDITURES  FROM  THE  ANNUAL 
REPORTS  SUBMITTED  TO  HCFA  TO  EXPENDITURES  RECORDED  ON 
THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM. 


Medicaid 

Medicaid  is  a  major  federal  assistance  program  which  provides  support  for 
a  variety  of  medical  programs  for  the  state's  low  income  population.  Federal 
funds  are  provided  to  the  state  to  provide  medical  assistance  in  accordance 
with  a  state  plan  approved  by  the  U.S.  Department  of  Health  and  Human 
Services.  Included  in  the  program  are  medical  payments  to  nursing  homes, 
inpatient  hospitals,  physicians,  and  other  providers  of  care  and  treatment  to 
individuals      who     qualify.  The      federal     government     provides      funds      for 

approximately  66  percent  of  the  cost  for  the  program.  The  General  Fund 
provides  funds  for  the  remaining  34  percent.  In  fiscal  years  1985-86  and  1986- 
87  the  department  expended  federal  Medicaid  funds  amounting  to  approximately 
$78.5  million  and  $101.5  million,  respectively.  The  increase  in  the  second  fiscal 
year  reflects  growing  use  of  Medicaid  services  in  Montana.  Our  concerns 
noted  during  our  Medicaid  audit  work  at  the  department  are  discussed  in  the 
report  sections  on  pages  17  through  23. 

--Medicaid  Overpayment 

In  1984,  the  Health  Care  Financing  Administration  (HCFA)  changed  the 
method  of  calculating  allowable  Medicaid  (CFDA  #13.714)  reimbursement  for 
outpatient  clinical  diagnostic  laboratory  tests.  To  implement  these  changes, 
the  department  modified  its  Medicaid  Management  Information  System  (MMIS). 
In    February   1986,    the    department's    Program    Integrity    Bureau,    while    performing 
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routine  testing  of  the  system,  found  outpatient  laboratory  service  claims  that 
did  not  comply  with  HCFA  reimbursement  regulations.  Department  management 
investigated  the  improperly  paid  claims  and  determined  that  providers  did  not 
bill  properly  and  consequently,  MMIS  did  not  process  outpatient  laboratory 
claims  in  accordance  with  HCFA  regulations.  As  a  result,  the  department 
overpaid  providers  for  outpatient  laboratory  services  between  March  1,  1985 
and  October  1,  1986.  Department  management  estimated  overpayments  at 
$500,000.  The  $500,000  of  estimated  overpayments  is  a  questioned  cost  and 
may  require  reimbursement  to  the  federal  government. 

Department  personnel  said  that  the  system  edits  modified  by  an 
independent  contractor  were  not  properly  reviewed  or  tested  by  the  department 
prior  to  approval.  Department  personnel  said  the  department  has  corrected  the 
system  problem  for  new  claims  and  has  initiated  procedures  to  recover 
overpayments.  Since  the  department  indicated  it  has  initiated  corrective 
action,  this  report  section  is  for  disclosure  purposes  only,  and  we  do  not  make 
a  recommendation. 

--Medicaid  Claims  Processing  Controls 

The  Medicaid  claims  processing  is  performed  by  a  private  contractor.  In 
fiscal  year  1986-87,  the  contractor  processed  more  than  $143  million  in  SRS 
Medicaid  claims  through  its  electronic  data  processing  (EDP)  system.  Nearly 
all  federal  and  state  Medicaid  reports  prepared  by  the  department  are  based  on 
information  processed  through  the  contractor's  EDP  system. 

The  department's  contract  does  not  require  an  application  review  or 
service  center  review  of  the  Medicaid  claims  processing  system.  Such  reviews 
would  provide  assurance  that  effective  internal  controls  are  functioning  over 
the  data  processing  system  and  facility.  The  department's  Program  Integrity 
Bureau  does  perform  some  claims  processing  oversight  through  its  Claims 
Processing      Assessment     System.  However,      no     service     center     review     or 

electronic  data  processing  application  review  has  been  performed. 

The  department  required  a  previous  contractor  to  contract  for  an 
application  review.  The  department  should  establish  a  similar  provision  in  its 
next  claims  processing  contract. 

A  department  official  agreed  that  SRS  should  require  the  contractor  to 
provide    a    service    center    review    of    the    electronic    data    processing    applications. 
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The    official    said    the    requirement    for    such    a    review    is    included    in    the    new 
five-year  contract  and  there  are  no  additional  charges  for  the  review. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  THE  MEDICAID  CLAIMS 
PROCESSING  CONTRACTOR  OBTAIN  A  FORMAL,  INDEPENDENT 
SERVICE  CENTER  REVIEW  OR  ELECTRONIC  DATA  PROCESSING 
APPLICATION  REVIEW  ON  THE  DEPARTMENT'S  MEDICAID  CLAIMS 
PROCESSING  SYSTEM. 


--Medicaid  Performance  Audit  Follow-up 

During  the  audit  of  the  department,  we  reviewed  the  implementation 
status  of  audit  recommendations  made  during  previous  performance  audits. 
This  section  of  the  report  discusses  concerns  regarding  recommendations  which 
we  found  were  not  implemented.  These  concerns  have  been  discussed  in  the 
prior  reports  on  the  Medicaid  Home  Health  Services  program  or  on  the 
Medicaid  Long-Term  Care  program. 

Monitoring  Home  Health  Services 

In  the  audit  of  the  Medicaid  Home  Health  Services  program  presented  to 
the  Legislative  Audit  Committee  in  January  1986,  we  recommended  the 
department: 

1.  Include     in     future     planning     an     established     system     for     utilization 
review  of  home  health  services;  and 

2.  Reevaluate   the   home   health   program   control   limitation   for   visits,   and 
adjust  it  as  necessary. 

We  were  concerned  the  Home  Health  Services  program  was  not  being 
adequately  reviewed.  In  1986  we  found  there  was  only  minimal  review  by  the 
department  of  the  use  of  home  health  services.  A  department  staff  member 
reviewed  those  cases  where  expenditures  for  services  provided  exceeded  $400  a 
month  or  equipment  purchases  exceeded  $75.  Since  only  a  small  number  of 
cases  fell  within  either  of  these  limits,  there  was  independent  review  of  only  a 
very  few  home  health  care  cases. 
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An  adequate  utilization  review  process  would  provide  assurance  the 
number  of  home  health  services  is  appropriate  and  document  that  services  are 
actually  being  provided.  Without  such  reviews,  the  department  has  no  means 
to  compare  program  results  with  what  is  expected  or  determine  if  program 
controls  are  reasonable  and  effective. 

One  type  of  utilization  review  is  to  monitor  the  number  of  visits  a  person 
receives  each  year.  In  our  audit  in  1986  we  found  there  was  a  limit  of  200 
visits  per  year  per  recipient.  When  a  person  reached  the  limit  the  department 
was  notified  via  a  computer  printout.  Until  the  limit  was  reached,  the 
department  did  not  know  how  many  visits  each  person  received.  This  limit  and 
process  is  still  in  effect. 

Creation  of  a  computer  program  detailing  the  number  of  visits  a  person 
receives  over  a  level  less  than  200  would  allow  the  department  to  monitor  the 
program  and  more  effectively  control  the  number  of  visits  per  recipient.  The 
200  visit  limit  could  still  be  a  maximum,  but  the  additional  management 
information  would  allow  the  department  to  more  closely  control  and  monitor 
the  program. 

A  department  official  said  inflation  of  costs  since  the  prior  audit  has 
resulted  in  more  recipients  reaching  the  $400  threshold  and  an  expanded  review 
of  the  home  health  caseload.  The  official  said  the  department  recognizes  the 
need  for  analysis  of  home  health  services,  limits,  trends,  and  administrative 
procedures,  and  the  department  has  included  such  a  review  in  future  operating 
plans.  The  department  official  also  said  that  due  to  limited  resources,  and 
since  the  Medicaid  Home  Health  Services  program  is  significantly  smaller  than 
other  medicaid  programs,  it  is  difficult  to  justify  significant  time  and  resources 
t"or  monitoring  Home  Health  Services. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  A  SYSTEM  FOR 
UTILIZATION  REVIEW  OF  HOME  HEALTH  SERVICES  WHICH  INCLUDES 
MONITORING  OF  THE  NUMBER  OF  VISITS. 
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Accuracy  of  Patient  Record  Numbers 

In  our  audit  of  the  Medicaid  Long-term  Care  program  we  examined  the 
patient  identification  (ID)  numbers  on  the  Montana  Income  Maintenance  System 
(MIMS),  We  compared  the  ID  numbers  on  the  patient  assessment  system  to 
those  on  MIMS.  Our  computer  match  showed  approximately  13  percent  of  the 
patient  ID  numbers  on  the  patient  assessment  system  were  not  on  MIMS.  We 
estimated  as  many  as  101  of  the  people  identified  in  our  match  were  not 
identified  as  Medicaid  eligible  in  January  1986.  If  these  people  were,  in 
actuality,  not  Medicaid  eligible,  long-term  care  facilities  were  recording 
inappropriate  management  minutes.  As  a  result,  the  department  could  be  over 
compensating  long-term  care  facilities.  The  department  uses  management 
minutes  to  ensure  facilities  are  properly  compensated  for  necessary  expenses. 
Management  minutes  are  a  calculation  of  nursing  time  required  to  provide 
services  and  care  for  residents  in  a  long-term  care  setting. 

The  computer  match  we  performed  compared  the  patient  assessment 
system  and  MIMS.  The  computer  program  created  a  page  for  each  facility 
listing  the  unmatched  numbers.  The  pages  could  be  separated  and  sent  to  the 
appropriate  facility  when  other  information  is  sent.  The  long-term  care 
facilities  could  use  the  information  to  verify  the  patient  ID  numbers  in  their 
records  are  accurate. 

When  we  performed  the  match  we  allowed  time  for  ID  numbers  to  get  on 
the  two  systems  and  the  use  of  temporary  numbers  (IDs  used  until  a  Medicaid 
ID  number  is  issued)  by  using  tapes  created  in  different  months.  The  MIMS 
tape  we  used  was  a  month  older  than  the  patient  assessment  tape;  a  longer 
span  can  be  used  if  it  is  deemed  necessary. 

A  department  official  expressed  concern  that  correcting  the  system  errors 
would  require  a  great  amount  of  work,  and  questions  remain  as  to  the 
effectiveness  of  the  matching  procedure.  We  believe  the  first  run  would  be 
the  longest  since  it  would  have  the  most  unmatched  numbers.  Long-term  care 
facility  populations  are  reasonably  stable  so  subsequent  runs  would  only 
identify  those  few  patients  who  had  entered  the  facility  since  the  last 
computer  match  and  did  not  have  a  Medicaid  number.  Once  the  MIMS  and 
patient  assessment  systems  are  brought  into  agreement,  then  substantially  less 
effort  will  be  required  to  keep  the  systems  in  agreement.  The  computer  match 
would  cost   the  department  less  than  $50  for  computer  time  each   time  it   is  run. 
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Unmatched  IDs  could  be  sent  to  the  individual  facilities  because  they  know 
which  patient  abstract  forms  are  not  correct  and  can  correct  them.  The 
department's  staff  time  should  be  minimal. 

RECOMMENDATION  #12 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RUN  A  PERIODIC  COMPUTER  MATCH  BETWEEN  MIMS  AND  THE 
PATIENT  ASSESSMENT  SYSTEM;  AND 

B.  REQUIRE  LONG-TERM  CARE  FACILITIES  TO  CORRECT  ANY 
INCORRECT  PATIENT  IDENTIFICATION  NUMBERS  AS 
APPROPRIATE  ON  THE  PATIENT  ABSTRACT  FORMS. 


Long-term  Care  Facility  Reimbursement  System 

In  our  prior  audit  of  the  Medicaid  Long-Term  Care  program,  we  reviewed 
the  formula  used  to  determine  Medicaid  reimbursement  for  long-term  care 
facilities.  The  formula  is  made  up  of  several  components  which  determine  how 
much  compensation  the  long-term  care  facilities  should  receive  per  patient,  per 
day.  The  formula  components  include,  but  are  not  limited  to,  an  area  wage 
adjustment,  a  patient  day  cost  parameter,  a  fixed  cost  parameter,  and  a  patient 
care  adjustment.  The  information  derived  from  the  components  in  the  formula 
provide  a  basis  for  the  department  to  expend  over  $65  million  (fiscal  year 
1986-87)  on  long-term  care  facilities  which  provide  services  to  Medicaid 
patients. 

During  our  review,  we  were  not  able  to  analyze  the  reasonableness  or 
initial  accuracy  of  several  formula  components  because  the  Medicaid  Bureau  did 
not  have  any  formal  documentation  of  how  the  components  were  created 
and/or  initially  derived.  For  example,  the  patient  day  and  fixed  cost 
parameters  constitute  a  significant  portion  of  the  total  reimbursement  rate  a 
long-term  care  facility  receives,  yet  department  personnel  could  provide  neither 
a  satisfactory  verbal  nor  written  explanation  of  how  the  parameters  were 
created  or  calculated. 

The  undocumented  components  preclude  the  department  and  outside 
sources  from  reviewing  the  reimbursement  formula  for  reasonableness  and 
accuracy.       As    a    result,    it    was    not    possible    to    determine    whether    department 
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officials  are  using  the  correct  or  most  up-to-date  figures  in  the  formula  or 
whether  the  long-term  care  facilities  are  receiving  the  intended  amount  of 
reimbursement.  In  addition,  the  lack  of  documentation  makes  it  difficult  for 
department  officials  to  justify  and/or  explain  the  reimbursement  formula  to 
either  new  employees  or  outside  sources. 

Since  department  officials  could  not  provide  formal  documentation  of  how 
the  reimbursement  formula  was  developed  and  calculated,  in  the  prior  audit  we 
recommended  all  components  in  the  formula  be  rebased  and  recalculated  for 
future  use.  The  audit  report  recommended  development  of  updated  components 
should  be  documented  so  the  department,  long-term  care  facilities,  and  outside 
sources  can  review  the  reasonableness  and  accuracy  of  the  base  components. 
We  also  recommended  all  the  formula  components  should  be  periodically 
reviewed  and  updated  as  economic  and  other  conditions  changed.  In  response 
to  the  recommendation,  the  department  indicated  it  would  consider  rebasing 
the  operating  rate  in  the  future.  Department  officials  agreed  to  completely 
document  formula  development  changes  should  they  occur.  At  the  time,  the 
officials  indicated  they  had  begun  the  process  to  evaluate  and  update  formula 
components. 

In  our  latest  review  we  found  the  formula  had  not  been  changed.  A 
department  official  said  all  components  in  the  Medicaid  nursing  home 
reimbursement  formula  will  be  reviewed  and  analyzed  in  the  near  future.  The 
official  said  the  department  intends  to  document  formula  development  and 
changes,  and  to  periodically  review  and  update  the  formula  and  its  components. 

RECOMMENDATION  #13 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  PERIODICALLY        REVIEW        ALL        COMPONENTS        IN        THE 
REIMBURSEMENT  FORMULA;  AND 

B.  DOCUMENT    REIMBURSEMENT    FORMULA    DEVELOPMENT    AND 
CHANGES. 
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Food  Stamp  Program 

The  U.S.  Department  of  Agriculture's  Food  and  Nutrition  Service  (FNS) 
provides  funding  for  the  state  of  Montana's  Food  Stamp  program.  The  primary 
objective  of  the  program  is  to  aid  low  income  households  by  supplementing 
their  food  purchasing  ability.  The  department  receives  food  stamps  from  the 
FNS  and  distributes  the  stamps  to  counties,  or  in  some  cases  private 
contractors  for  distribution  to  low  income  households.  The  Food  Stamp 
program  is  primarily  funded  with  federal  funds  including  funds  for 
administering     the     program.  In      fiscal     years      1985-86     and      1986-87,      the 

department  distributed  $31.5  million  and  $32.8  million,  respectively,  in  food 
stamps. 

Our  audit  disclosed  two  concerns  regarding  excess  inventory  and  security 
over  food  stamps  and  authorization  to  participate  (ATP)  cards.  These  concerns 
are  discussed  in  the  following  two  report  sections. 

— Excess  Inventory 

Our  testing  of  food  stamp  (CFDA  #10.551)  inventories  indicated  that 
inventories  at  two  of  five  counties  tested  exceeded  the  levels  specified  by 
federal  regulations.  Federal  regulations  state  that  "inventory  levels  at  coupon 
issuers  and  bulk  storage  points  should  not  exceed  a  6  month  supply."  We 
observed  excessive  inventories  ranging  from  6.26  months  supply  of  certain 
denominations  of  coupons  to  more  than  9.75  months  supply  of  other 
denominations. 

Federal  regulations  also  require  state  agencies  to  monitor  the  coupon 
inventories  of  the  coupon  issuers  to  ensure  inventories  are  at  proper  levels 
and  are  not  in  excess  of  the  reasonable  needs  of  coupon  issuers.  A 
department  official  indicated  the  department's  audit  procedures  currently  test 
for  the  appropriateness  of  the  inventory  level.  The  official  indicated  the 
department  will  continue  to  test  the  inventory  level  during  issuance  office 
examinations.  The  official  said  the  department  will  send  a  letter  to  all 
issuance  offices  reminding  them  of  this  regulation. 

The  department  maintains  issuance  and  inventory  records  for  all  counties 
which  issue  food  stamps.  As  an  additional  control,  department  personnel  could 
periodically    review    county    inventory    balances    using    SRS    inventory    records    to 
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determine      whether     inventories     are     maintained      in     accordance      with     federal 
regulations. 

RECOMMENDATION  #14 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  FOOD  STAMP  INVENTORY 
LEVELS  AT  THE  COUNTIES  ARE  MAINTAINED  IN  ACCORDANCE  WITH 
FEDERAL  REGULATIONS. 


--Food  Stamp  and  ATP  Card  Security 

Federal  regulations  and  SRS  directives  require  that  ATP  cards  be 
distributed  to  the  household  (hand-delivered  or  by  direct  mail  issuance)  and,  in 
turn,  surrendered  to  the  issuing  agent  when  the  individual  receives  the  food 
stamps.  This  procedure  prevents  the  issuing  agent  from  having  control  of  both 
the  food  stamps  and  the  authorization  to  issue  the  stamps.  Federal  regulations 
also  require  the  department  to  establish  an  issuance  and  accountability  system 
to  ensure  that  only  certified  households  receive  benefits.  In  two  of  four 
counties  where  we  tested  internal  control  over  food  stamps  and  ATP  cards,  we 
observed  ATP  cards  are  stored  along  with  food  stamps.  This  procedure  could 
allow  an  issuing  agent  to  improperly  obtain  food  stamps  without  being 
detected. 

In  one  county  we  found  the  supply  of  ATP  cards  stored  in  an  open  safe 
which  was  located  in  a  hallway  accessible  to  employees  and  the  general  public. 
The  department  is  required  by  federal  regulations  to  ensure  ATP  cards  are 
maintained  in  secure  storage  and  that  the  cards  are  accessible  to  only 
authorized  personnel.  Since  ATP  cards  may  be  used  by  unauthorized  indi- 
viduals to  improperly  obtain  food  stamps,  it  is  important  to  maintain  adequate 
security  over  card  storage.  Adequate  security  of  ATP  cards  was  a  concern 
discussed  in  our  prior  department  audit. 

RECOMMENDATION  #15 
WE  RECOMMEND  THE  DEPARTMENT: 

A.       ESTABLISH    PROCEDURES    TO    ENSURE    ATP    CARDS    ARE    NOT 
STORED  IN  THE  SAME  LOCATION  AS  FOOD  STAMPS. 
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B.        ESTABLISH  PROCEDURES  TO  ENSURE  ACCESS  TO  ATP  CARDS  IS 
LIMITED  TO  ONLY  AUTHORIZED  INDIVIDUALS. 


Food  Commodity  Program 

The  Department  of  Agriculture  Food  and  Nutrition  Service  (FNS)  provides 
food  commodities  to  the  state  for  distribution  to  Indian  reservations,  charitable 
and  state  institutions,  nutrition  programs  for  the  elderly,  and  nonprofit  summer 
camps.  A  primary  objective  of  the  Food  Commodity  program  is  to  improve  the 
diets  of  children  and  other  needy  persons  not  participating  in  the  Food  Stamp 
program.  The  department  maintains  its  food  commodity  inventory  in  a 
warehouse  located  in  Helena.  In  fiscal  years  1985-86  and  1986-87  the 
department  distributed  $6.9  million  and  $8.5  million,  respectively,  in  food 
commodities.  In  addition,  the  department  receives  federal  funds  to  administer 
the  program.  The  following  three  report  sections  discuss  specific  concerns 
identified  during  our  audit  regarding  the  Food  Commodity  program. 

--Record  Keeping 

The  department  maintains  two  separate  inventory  systems  for  food 
commodity  (CFDA  #10.550)  inventories  which  it  receives  from  the  federal 
government.  One  inventory  system  is  maintained  on  a  computer  while  the 
other  is  a  manual  inventory  system.  Department  personnel  indicated  two 
systems  are  maintained  because  the  computer  system  is  not  reliable.  If  one  of 
the  inventory  systems  is  not  reliable  the  system  should  be  repaired,  replaced, 
or  eliminated.  The  department  should  experience  a  cost  savings  in  terms  of 
personnel  utilization  if  one  food  commodity  inventory  system  was  used. 
Personnel  could  be  made  available  for  other  essential  projects  or  activities. 
One  properly  working  inventory  system  should  be  sufficient  to  meet  the 
department's  food  commodity  accounting  needs. 

In  addition  to  maintaining  duplicate  records,  our  inventory  testing 
indicated  department  personnel  are  not  updating  the  inventory  records  with  the 
value  of  commodity  items  when  new  food  shipments  are  received.  Of  10 
commodity  items  we  tested  8  were  not  properly  valued. 

Commodity  inventories  should  be  valued  at  the  fair  market  value 
established    at    the    date    the    commodities    are    received    by    the    department.    For 
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each  shipment  of  commodities  received  by  the  department,  the  federal 
government  provides  a  price  list  for  each  of  the  commodities.  The  values 
contained  on  the  list  could  be  used  by  the  department  to  estimate  the  fair 
market  value  of  commodities.  It  is  important  that  the  department  properly 
value  its  commodity  inventory  because  the  amounts  are  used  to  calculate  the 
amount  of  commodity  expenditures  reported  to  the  federal  government. 

RECOMMENDATION  #16 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  MAINTAIN  ONLY  ONE  FOOD  COMMODITY  INVENTORY  RECORD 
KEEPING  SYSTEM. 

B.  ESTABLISH    PROCEDURES   TO   ENSURE    VALUES   FOR   THE    FOOD 
COMMODITY  INVENTORY  ARE  PROPERLY  UPDATED. 


--Food  Commodity  Distributions 

The  department  does  not  have  a  procedure  requiring  an  individual  to 
approve  food  commodity  (CFDA  #10.550)  requisitions  for  distributions  from  the 
state's  warehouse.  Federal  regulations  require  the  department  maintain  an 
adequate  system  of  internal  control  over  food  commodity  distributions.  Since 
the  department  does  not  require  an  authorized  employee  to  take  responsibility 
for  approving  warehouse  distributions  by  signing  food  requisitions,  a  weakness 
in  the  department's  system  of  internal  control  exists. 

A  department  official  indicated  approval  of  a  food  commodity  requisition 
occurs  when  department  employees  put  a  sequential  number  on  the  requisition. 
The  official  indicated  since  all  requisitions  are  logged  in  at  the  warehouse, 
personnel  at  the  warehouse  would  detect  fictitious  requisitions  if  the 
requisition  number  is  not  in  the  proper  sequence.  We  agree  that  posting  of  a 
requisition  number  on  the  document  does  act  to  strengthen  internal  control. 
However,  if  the  person  who  does  the  posting,  also  signs  the  document 
indicating  he  determined  the  food  distributions  are  being  made  to  eligible 
organizations  and  the  quantities  requested  are  reasonable,  the  system  of 
internal  control  will  be  enhanced. 
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RECOMMENDATION  #17 

WE  RECOMMEND  THE  DEPARTMENT  REQUIRE  SIGNATURE  APPROVAL 

OF  FOOD  COMMODITY  REQUISITIONS. 


--Expired  Food  Commodity  Contracts 

The  department  has  not  maintained  up-to-date  contracts  with  all  food 
commodity  (CFDA  #10.550)  subrecipients.  On  a  list  prepared  by  the  department 
we  noted  13  of  137  subrecipient  contracts  were  expired  at  June  1,  1987.  Some 
contracts  had  been  expired  for  as  long  as  1.5  years.  At  the  time  of  our 
review,  department  personnel  were  unaware  that  the  contracts  had  expired  and 
were  continuing  to  distribute  commodities  to  the  subrecipients. 

The  department  uses  the  contracts  as  the  internal  control  to  ensure  food 
distributions  are  only  distributed  to  eligible  subrecipients.  Without  a  valid 
contract  the  department  cannot  ensure  subrecipients  continue  to  be  eligible  and 
they  use  the  food  commodities  as  provided  for  in  the  federal  regulations. 

A  department  official  said  a  list  of  food  commodity  contracts  is 
maintained  on  a  micro-computer.  He  said  the  list  does  not  contain  all 
subrecipient  contracts,  so  the  department  personnel  did  not  use  the 
microcomputer  to  ensure  all  subrecipient  contracts  are  renewed  before  the 
previous  agreement  expired. 

RECOMMENDATION  #18 

WE  RECOMMEND  THE  DEPARTMENT  MAINTAIN  VALID  CONTRACTS 

FOR  SUBRECIPIENTS  RECEIVING  FOOD  COMMODITY  DISTRIBUTIONS. 


ACCOUNTING  ISSUES 

Chapter  267,  Laws  of  1985,  amended  section  17-1-102,  MCA,  to  require 
state  agencies  to  input,  before  the  close  of  the  fiscal  year,  all  transactions 
necessary  to  show  receipt,  use,  and  disposition  of  public  money  in  accordance 
with  generally  accepted  accounting  principles.  The  following  four  sections 
discuss  our  concerns  regarding  accounting  procedures  noted  during  the  audit. 
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Medicaid  Expenditures 

The  department  did  not  record  ail  of  its  Medicaid  (CFDA  #13.714) 
expenditures  for  eligible  services  provided  by  the  Department  of  Institutions 
(D  of  I)  during  fiscal  year  1986-87.  At  fiscal  year-end  1986-87,  the 
department  found  it  had  underestimated  its  appropriation  requirement  for  the 
D  of  I  Medicaid  reimbursement.  Since  the  1987  Legislative  Session  had  ended, 
the  department  could  not  obtain  a  supplemental  appropriation  for  the 
underestimated  amount.  In  an  effort  to  reimburse  the  General  Fund  for  all 
eligible  Medicaid  expenditures  at  D  of  I,  SRS  officials  decided  to  record  the 
expenditures  against  the  fiscal  year  1987-88  appropriation  and  seek  a 
supplemental  appropriation  during  the  next  legislative  session,  if  necessary. 
State  law  and  generally  accepted  accounting  principles  require  that 
expenditures  be  recorded  in  the  year  in  which  the  obligation  is  incurred. 
Since  D  of  I  spent  General  Fund  money  to  provide  services  to  Medicaid  eligible 
persons  in  fiscal  year  1986-87,  SRS  had  a  valid  obligation  to  reimburse  the 
General  Fund  in  the  same  year. 

SRS  could  have  avoided  the  accounting  error  and  complied  with  the  law 
by  obtaining  a  budget  amendment  to  transfer  the  federal  portion  of  the 
reimbursement  to  D  of  I  in  fiscal  year  1986-87.  Since  D  of  I  spent  General 
Fund  money  to  provide  the  eligible  services,  the  General  Fund  match  of  the 
Medicaid  reimbursement  has  already  been  spent.  All  that  remains  is  for  SRS 
to  transfer  the  federal  share  to  D  of  I.  SRS  could  provide  a  long  term 
solution  to  this  problem  by  requesting  that  the  legislature  appropriate  only  the 
federal  portion  of  the  medicaid  reimbursement  at  SRS,  and  require  that  each 
state  institution  provide  the  appropriate  General  Fund  match. 

If  the  department  had  recorded  its  medicaid  expenditures  in  the  proper 
year,  the  department  would  have  overspent  its  General  and  Special  Revenue 
Fund  appropriation  authority.  Also,  because  these  federal  reimbursement  funds 
were  not  recorded  by  D  of  I  in  the  General  Fund  as  required  by  state  law,  the 
state's  General  Fund  balance  is  understated  by  $531,687  at  fiscal  year-end 
1986-87. 
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RECOMMENDATION  #19 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECORD  EXPENDITURES  IN  THE  YEAR  IN  WHICH  OBLIGATIONS 
ARE  INCURRED. 

B.  WORK  WITH  OBPP  TO  OBTAIN  A  BUDGET  AMENDMENT  AND 
CORRECT  THE  STATE'S  ACCOUNTING  RECORDS. 

C.  CONSIDER  REQUESTING  THAT  THE  LEGISLATURE  APPROPRIATE 
THE  GENERAL  FUND  MATCH  AT  EACH  STATE  INSTITUTION  FOR 
ELIGIBLE  MEDICAID  SERVICES. 


Fund  Balances 

Two  of  the  department's  Federal  Special  Revenue  Funds  did  not  have  a 
zero  fund  balance  at  fiscal  year-end  during  both  years  of  our  audit.  The 
accounting  entities  are  used  by  the  department  to  account  for  its  federal 
public  welfare  grants.  According  to  state  accounting  policy,  the  fund  balance 
in  these  entities  should  be  zero  by  fiscal  year-end  because  federal  revenues 
must  equal  expenditures.  The  following  schedule  shows  the  fund  balances 
reported  by  the  two  accounting  entities  during  each  fiscal  year  of  our  audit. 


Accounting 
Entity 
Number 

03039 
03042 


Accounting 
Entity 
Name 

Public  Welfare 
Public  Welfare  Grant 


Fiscal  Year 
1985-86 
Fund  Balance 

$(2,437,133) 
347,048 


Fiscal  Year 
1986-87 
Fund  Balance 

$(7,454,207) 
159,407 


A  department  official  indicated  that  $4,161,194  of  the  $7,454,207  negative 
fund  balance  was  caused  by  an  accounting  error  at  fiscal  year-end  1986-87 
which  reduced  fund  balance  but  should  have  increased  receivables  from  the 
federal  government.  The  official  said  the  department  will  analyze  its 
accounting  records  for  past  years  and  correct  the  balances  in  the  entities. 
Since  the  department  has  not  yet  identified  the  errors,  we  were  unable  to 
determine  the  dollar  effect  or  whether  assets,  liabilities,  or  nominal  activity  on 
the  accounting  records  are  misstated. 
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RECOMMENDATION  #20 

WE  RECOMMEND  THE  DEPARTMENT  ANALYZE  AND  CORRECT  THE 

ACCOUNT  BALANCES  IN  THE  FEDERAL  SPECIAL  REVENUE  FUND. 


Support  for  Transactions 

The  department  routinely  makes  entries  to  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  using  journal  vouchers.  These  documents  are  used 
to  satisfy  many  miscellaneous  and  special  financial  transaction  needs,  such  as 
making  corrections  and  adjustments  to  previously  established  amounts. 

During  our  audit  of  SRS,  we  found  three  journal  vouchers  totalling 
$2,345,191  submitted  during  fiscal  year  1985-86  which  did  not  have  adequate 
documentation  to  support  the  transaction.  Since  the  person  who  prepared  the 
journal  vouchers  is  no  longer  employed  by  the  department,  we  were  unable  to 
determine  if  the  transactions  were  reasonable  and  proper.  This  concern  was 
also  addressed  in  the  prior  audit  of  the  department. 

Management  Memo  2-79-8  requires  "every  SBAS  document  in  the  agency's 
file  shall  be  properly  and  adequately  supported."  For  instance,  if  a  transaction 
moves  an  expenditure  from  one  appropriation  to  another,  there  should  be 
documentation  to  explain  why  the  appropriation  was  changed. 

A  department  official  indicated  the  failure  of  the  department  to  provide 
adequate  support  for  some  journal  vouchers  occurred  in  fiscal  year  1985-86. 
The  official  said  all  fiscal  year  1986-87  journal  vouchers  were  supported.  In 
our  testing  of  fiscal  year  1986-87  transactions,  we  found  no  examples  of 
unsupported  journal  vouchers. 

RECOMMENDATION  #21 

WE      RECOMMEND     THE      DEPARTMENT     CONTINUE     TO     PROVIDE 

ADEQUATE  SUPPORT  DOCUMENTATION  FOR  ALL  SBAS  TRANSACTIONS. 


Other  Accounting  Procedures 

Our  audit  disclosed  the  improper  application  of  accounting  procedures  in 
five  other  instances  discussed  below.  In  each  instance,  the  department  did  not 
apply  accounting  procedures  in  accordance  with  state  policy. 
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--The  department  did  not  record  federal  grant  revenue  for  two  grants  in 
the  proper  year.  State  accounting  policy  requires  that  grant  revenue  be 
recognized  in  the  same  year  the  related  expenditures  are  recorded. 
Expenditures  amounting  to  $313,441  for  the  Aid  to  Families  with 
Dependent  Children  (AFDC)  grant  (CFDA  #13.808)  were  recorded  in  fiscal 
year  1985-86,  but  the  related  revenue  was  recorded  in  fiscal  year  1986-87. 
Expenditures  amounting  to  $80,349  for  the  Job  Search  Grant  (CFDA 
#10.561)  were  recorded  in  fiscal  year  1986-87,  but  the  related  revenue 
was  recorded  in  fiscal  year  1987-88. 

— In  fiscal  year  1986-87,  the  department  improperly  recognized  $1,060,434 
of  current  year  revenue  as  a  prior  year  revenue  adjustment.  The  moneys 
were  received  by  the  department  from  the  Medicaid  program  (CFDA 
#13.714)  for  containing  costs  for  the  three  federal  fiscal  years  prior  to 
October  1984.  State  accounting  policy  requires  the  recognition  of 
revenue  in  the  year  it  becomes  both  measurable  and  available.  Since  the 
federal  cost  containment  award  was  not  available  until  fiscal  year  1986- 
87,  it  should  have  been  recorded  as  revenue  rather  than  prior  year 
revenue. 

--In  fiscal  year  1986-87,  the  department  improperly  established  an 
accounts  receivable  for  child  support  payments  it  had  not  yet  paid  to 
recipients.  The  department  should  have  recorded  an  accounts  payable 
rather  than  a  receivable.  As  a  result,  revenue  and  accounts  receivable 
were  overstated  on  the  state's  accounting  records  by  $58,300  and  $29,150, 
respectively  in  the  Special  Revenue  Fund.  Accounts  payable  was  also 
understated  by  $29,150.  In  the  General  Fund,  revenue  and  accounts 
receivable  were  also  overstated  by  $25,700  and  $12,850,  respectively. 
General  Fund  accounts  payable  were  understated  by  $12,850. 

--The  department  erroneously  did  not  bill  a  county  for  the  county's  share 
of  certain  operating  expenses  amounting  to  $3,440.  Consequently,  revenue 
and  accounts  receivable  were  understated  by  $3,440  on  the  accounting 
records.  The  department  has  now  adjusted  the  county  billings  to  correct 
the  error. 

— The  department  improperly  records  an  expenditure  for  Medicaid  (CFDA 
#13.714)  reimbursements  in  the  General  Fund  that  it  transfers  to  the 
Department  of  Institutions.  Because  the  moneys  are  transferred  from  one 
state  department  to  another,  the  transaction  should  be  recorded  as  a 
transfer  out  rather  than  an  expenditure  at  SRS.  As  a  result,  transfers- 
out  are  understated  and  expenditures  are  overstated  on  the  state's 
accounting  records  by  $3,826,020  in  fiscal  year  1985-86  and  $3,930,868  in 
fiscal  year  1986-87. 

Department  officials  indicate  the  concerns  noted  above  were  caused  by 
accounting  errors  and  misinterpretation  of  state  accounting  policy.  They 
indicated  the  accounting  records  have  already  been  adjusted  as  necessary. 
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RECOMMENDATION  #22 

WE    RECOMMEND    THE    DEPARTMENT    PROPERLY    RECORD    TRANS- 
ACTIONS IN  ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 


ELECTRONIC  DATA  PROCESSING 

Our  audit  identified  several  concerns  related  to  Electronic  Data 
Processing  (EDP).  The  EDP  systems  used  by  SRS  contain  information  for 
services  administered  through  the  department.  Examples  of  information  on  the 
system  include  recipient's  name,  recipient's  income,  medical  and  other  services 
provided,  vendors  such  as  names  of  doctors,  and  benefit  payment  amounts. 
This  type  of  information  is  sensitive  because  some  of  it  is  confidential  and 
should  be  adequately  safeguarded.  Our  audit  identified  weaknesses  in  controls 
which  could  allow  unauthorized  persons  access  to  sensitive  information  and 
allow  incorrect  payments  under  the  various  programs  administered  by  the 
department.  Our  concerns  are  discussed  in  the  following  three  report  sections. 

Access  Controls 

The  department  maintains  essential  data  on  recipients  who  receive  benefit 
payments  on  its  EDP  system.  Such  payments  are  made  from  the  state  General 
Fund  and  the  Federal  Special  Revenue  Fund.  Benefit  payments  exceed  $150 
million  each  year.  Computer  access  controls  help  prevent  deliberate  or 
accidental  use  or  manipulation  of  the  data  files.  The  department  uses  security 
identification  codes  (IDs)  and  passwords  to  restrict  access  to  sensitive 
computer  files.  Passwords  should  be  changed  periodically,  and  security  IDs 
should  be  suspended  when  an  employee  terminates  employment,  to  maintain  an 
acceptable  level  of  security  over  the  EDP  system. 

An  internal  memo  prepared  by  a  department  EDP  specialist  recommended 
the  department  change  all  existing  passwords  on  one  of  SRS's  database  systems 
and  establish  guidelines  for  periodic  changes  in  the  future.  The  memo, 
resulting  from  a  prior  audit  recommendation,  stated  some  passwords  have  not 
been  changed  since  1982.  A  department  official  indicated  the  recommendation 
contained  in  the  memorandum  was  not  implemented  because  of  the  workload, 
because    the    Department    of    Administration    has    not    yet    fully    implemented    the 
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state's      security      software,      and      because      the      person      who      prepared      the 
recommendation  is  no  longer  employed  by  the  department. 

Other  access  control  weaknesses  observed  during  the  audit  are  as  follows: 

--The  Data  Processing  Bureau  sometimes  assigns  blanket  security  IDs  or 
passwords  to  other  bureaus  for  use  by  all  authorized  personnel  within  the 
bureaus.  Each  user  of  certain  EDP  systems  should  have  their  own  user 
ID  or  password  which  can  be  cancelled  when  that  individual  changes  jobs 
and  no  longer  requires  access  to  the  system. 

— We  noted  that  two  users  of  EDP  systems  have  more  access  to  computer 
files  than  their  jobs  require.  These  users  only  need  access  to  read  what 
is  contained  in  the  files,  while  their  ID  also  allows  them  access  to  change 
the  data.  Users  of  the  EDP  system  should  be  only  permitted  the 
minimum  level  of  access  required  by  their  particular  job. 

— Our  testing  identified  one  individual  whose  access  to  the  computer 
system  was  not  cancelled  for  three  months  after  he  terminated 
employment  with  the  department.  The  department  should  cancel  security 
IDs  or  passwords  for  terminated  employees  immediately  upon  termination. 
The  department's  personnel  office  distributes  a  biweekly  list  of  all  SRS 
terminated  employees  that  may  help  identify  the  individuals  whose  access 
should  be  cancelled. 

The  department  should  establish  a  written  security  ID  and  password 
policy.  The  policy  should  include  provisions  to  periodically  change  passwords. 
It  should  provide  for  individual  security  IDs  rather  than  using  blanket  IDs. 
And  the  policy  should  include  a  periodic  review  to  determine  whether 
personnel  have  the  minimum  level  of  access  to  computer  files  as  dictated  by 
their  job. 

RECOMMENDATION  #23 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  A  WRITTEN  SECURITY  ID  AND  PASSWORD  POLICY. 

B.  PERIODICALLY  CHANGE  PASSWORDS. 

C.  ASSIGN     INDIVIDUAL     SECURITY     IDs     RATHER     THAN     USING 
BLANKET  IDs. 

D.  PERIODICALLY  REVIEW  THE  APPROPRIATENESS  OF  INDIVIDUAL 
LEVELS  OF  ACCESS. 


34 


Output  Controls 

Some  reports  printed  at  the  department's  request  by  the  state's  computer 
are  confidential  documents;  however,  the  department  has  not  established 
procedures  to  ensure  the  confidentiality  of  the  reports.  We  noted  two  instances 
where  the  job  operating  instructions  for  computer  generated  reports  specify: 

"it  is  imperative  that  the  output  from  this  job  be  delivered  to  authorized 
personnel  only  (i.e.,  EAD).  Printed  reports  must  be  handled  in  strictest 
confidence."  "The  contents  of  this  file  are  confidential  and  this 
confidentiality  is  protected  by  law." 

A  department  official  said  the  department  receives  other  data  from  the 
Department  of  Administration  Information  Services  Division  (ISD)  that  he  would 
consider  sensitive  or  confidential. 

We  observed  tvv'o  output  control  weaknesses  which  could  allow  sensitive  or 
confidential  information  to  be  lost  or  stolen. 

The  department  is  assigned  an  output  box  at  the  Department  of 
Administration  ISD  where  SRS  personnel  pick  up  the  computer 
output.  The  box  can  be  locked  to  ensure  only  authorized  SRS 
personnel  have  access  to  the  computer  output.  We  observed  the 
output  box  is  normally  unlocked. 

A  department  official  said  computer  output,  including  confidential 
reports  which  are  picked  up  from  the  box  by  SRS  personnel,  is 
delivered  to  open  shelves  at  SRS  in  a  room  with  access  available  to 
many  employees.  We  observed  the  department  does  not  have 
controls  in  place  to  ensure  that  only  authorized  personnel  access  the 
room  containing  the  confidential  or  sensitive  information. 

Department  computer  personnel  indicated  that  tightening  control  over 
computer  output  would  be  time  consuming.  We  believe  it  is  essential  that  the 
department  protect  the  confidentiality  of  the  sensitive  information  contained 
on  the  computer. 

RECOMMENDATION  #24 
WE  RECOMMEND  THE  DEPARTMENT: 

A.       LOCK  THE  OUTPUT  BOX  LOCATED  AT  INFORMATION  SERVICES 
DIVISION. 
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B.        ESTABLISH     A     MORE     SECURE     SYSTEM     FOR     DISTRIBUTING 
SENSITIVE  COMPUTER  OUTPUT. 


Processing  Controls 

The  department  has  established  EDP  processing  controls  to  help  ensure 
that  Low  Income  Energy  Assistance  Program  (LIEAP)  (CFDA  #13.818)  benefit 
payments  are  only  made  on  behalf  of  eligible  individuals.  The  department 
spends  approximately  $10  million  annually  for  the  LIEAP  program.  A  key 
ingredient  in  the  department's  EDP  processing  controls  are  edits  which 
compare  input  data  against  specified  criteria  to  determine  whether  the  input  is 
correct. 

Our  tests  indicated  the  edits  used  in  the  LIEAP  EDP  system  did  not 
include  comparison  of  the  benefits  amount  input  to  the  benefit  payment  system 
to  the  benefit  matrix  amount.  The  benefit  matrix  is  used  by  department 
personnel  to  help  calculate  the  benefit  amount  due  an  individual.  The  matrix 
amount  is  based  on  the  number  of  bedrooms  in  the  recipient's  home,  the  type 
of  fuel  used  for  heat,  whether  the  home  is  a  single  family  unit,  multi-family 
unit  or  a  mobile  home,  and  where  the  home  is  located  in  the  state.  The  edit 
could  identify  a  difference  between  the  computer  calculated  matrix  amount 
and  the  matrix  amount  listed  on  the  LIEAP  application.  Department  personnel 
believed  this  edit  was  included  in  the  EDP  processing  controls  but  our  tests 
indicated  the  edit  was  not  working. 

Another  system  edit  which  is  used  to  test  whether  the  recipient's  income 
is  less  than  125  percent  of  the  poverty  level  was  not  working  as  department 
personnel  had  expected.  A  section  on  the  LIEAP  application  form  completed 
by  department  personnel  asks  whether  the  recipient  income  amount  is  less  than 
125  percent  of  the  poverty  level.  The  edit  tests  whether  the  Yes  or  No 
question  on  the  application  is  answered  correctly,  because  when  the  recipient's 
income  is  greater  than  125  percent  of  the  poverty  level  the  recipient  is  not 
eligible  for  LIEAP  benefits.  We  noted  when  this  section  of  the  application  is 
not  completed  the  system  does  not  produce  an  exception  on  the  systems'  edit 
listing. 

Other    edits    which    are    not    included    in    the    LIEAP   processing   controls    and 
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which    we    believe    could    help    enhance    controls    over    benefit    payments    include 
edits  to  determine  whether: 

Emergency  benefit  awards  are  greater  than  $250.  Two  hundred  and 
fifty  dollars  is  the  maximum  authorized  emergency  benefit  award; 

The  recipient's  income  considering  his  family  size  is  greater  than  50 
percent  of  the  poverty  level  when  recipients  receive  supplemental 
awards.  If  the  recipient's  income  is  greater  than  50  percent  of  the 
poverty  level,  the  Individual  is  not  eligible  for  supplemental  awards; 

The  benefit  award  is  properly  calculated  considering  the  applicant's 
income  and  family  size,  and  the  matrix  award  amount;  and 

The  number  of  bedrooms  listed  on  the  application  exceeds  the 
number  of  members  of  the  house.  The  number  of  bedrooms  used  in 
determining  the  matrix  amount  cannot  exceed  the  number  of  persons 
in  the  household. 

Department  personnel  indicated  no  problems  with  the  edits  were  noted  in 
prior  testing  of  the  system.  The  official  said  the  department  has  corrected 
the  two  edits  which  were  not  functioning  as  expected  and  the  department  will 
evaluate  the  cost/benefit  of  implementing  the  other  edits. 

RECOMMENDATION  #25 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REVIEW    AND    TEST    THE    EDITS    OF    THE    LIEAP    PROCESSING 
SYSTEM  TO  ENSURE  THE  EDITS  ARE  PROPERLY  FUNCTIONING. 

B.  ESTABLISH  ADDITIONAL  EDITS  WHICH  COULD  ENSURE  BENEFITS 
ARE  PAID  ONLY  TO  ELIGIBLE  RECIPIENTS  IN  PROPER  AMOUNTS. 


PROPERTY.  PLANT.  AND  EOUIPMENT 

The  department  recorded  $2,064,752  in  equipment  on  its  accounting  records  at 
June  30,  1987.  During  our  audit,  we  identified  four  significant  concerns 
related  to  management  of  equipment  by  the  department. 

No  physical  inventory  was  taken  in  the  two  years  under  audit. 

Equipment   purchased  since   fiscal   year    1984-85   was   not   added   to   the 
equipment  inventory  list  or  tagged  for  identification. 
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Changes  in  location  of  items  transferred  between  units  within  the 
department  were  not  documented. 

Property  records  did  not  include  the  funding  source  so  that  federal 
participation  could  be  tracked  as  required  by  federal  regulations. 

Department  management  attributed  the  breakdown  in  equipment  controls 
to  inadequate  allocation  of  staff  resources  for  managing  equipment.  The 
department  took  some  measures  to  update  equipment  records  during  the  last 
two  months  of  fiscal  year  1986-87.  The  following  two  report  sections  discuss 
our  concerns  in  more  detail. 

Equipment  Inventory  Controls 

An  acceptable  system  of  internal  control  over  equipment  ensures  that  all 
equipment  belonging  to  an  agency  is  tagged  for  identification  and  properly 
recorded  on  the  inventory  records.  A  periodic  physical  inventory  would 
enable  the  agency  to  check  the  accuracy  of  the  records  and  confirm  the 
location  and  existence  of  its  equipment.  As  of  March  1987,  the  department 
had  not  recorded  any  additions  or  deletions  to  the  equipment  inventory  since 
fiscal  year  1984-85.  The  department  had  not  taken  a  physical  inventory  of 
equipment  for  two  years. 

State  policy  requires  that: 

Agencies  perform  a  physical  inventory  every  two  years  for  items 
properly  recorded  on  a  perpetual  inventory  system; 

All  equipment  with  value  greater  than  or  equal  to  $200  be  recorded 
on  the  accounting  records  and  tagged  with  a  unique  property 
number;  and 

Equipment  records  include  location  of  equipment. 

We  tested  equipment  records  for  a  judgmental  sample  of  45  items  which 
were  purchased  by  the  department  prior  to  1977.  The  sample  consisted  of 
equipment  identified  in  department  records  as  currently  being  used  at  the  SRS 
Helena  facility.  Of  the  45  equipment  items  tested,  1 1  could  not  be  found  by 
department  personnel.  Another  five  equipment  items  tested  were  found  in 
storage    and    were    not   intended   for   future    use    by    the   department.      These    items 
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should  have  been  surplused  through  the  Property  and  Supply  Bureau  at  the 
Department  of  Administration. 

In    April    1987,    after    we    expressed    concern    over    equipment    controls,    the 
department      started      inventory      update      procedures.  Department      officials 

designated  a  property  manager  who  requested  listings  of  equipment  inventories 
from  each  field  location  and  conducted  a  physical  inventory  at  the  SRS  Helena 
facility.  The  property  manager  began  recording  equipment  purchased  in  fiscal 
years  1985-86  and  1986-87  on  property  accounting  records.  He  began  tagging 
equipment  which  was  not  tagged.  Equipment  which  was  no  longer  needed  was 
transferred  to  storage  and  then  surplused. 

RECOMMENDATION  #26 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECORD  ALL  EQUIPMENT  WITH  A  VALUE  OF  $200  OR  MORE  ON 
ITS  PROPERTY  RECORDS  AND  ENSURE  THE  ITEMS  ARE  PROPERLY 
TAGGED. 

B.  MAINTAIN  ACCURATE  RECORDS  OF  EQUIPMENT  BY  LOCATION. 

C.  CONDUCT  A  PHYSICAL  INVENTORY  OF  EQUIPMENT  AS  REQUIRED 
BY  STATE  POLICY. 


Funding  Source 

The  department  purchases  most  equipment  with  joint  federal  and  state 
funding.  The  department's  equipment  inventory  records  do  not  track  the 
funding  source  used  to  purchase  its  equipment.  As  a  result,  the  department 
cannot  identify  the  amount  of  federal  dollars  invested  in  specific  items  of 
equipment. 

Federal  regulations  (Office  of  Management  and  Budget  Circular  A- 102, 
Attachment  N)  require  the  department  to  track  the  source  and  amount  of 
federal  funds  used  to  purchase  equipment.  Attachment  N  also  requires  the 
department  to  compensate  the  federal  government  for  the  federal  share  of 
equipment  if  the  department  disposes  of  equipment  for  more  than  $1,000. 

According  to  agency  personnel,  the  department's  property  accounting 
system    previously    contained    the    source    of    funding    information    for    equipment 
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purchases.  However,     a     system     revision     deleted     the     source     of     funding 

information. 

Department  officials  indicated  the  department  can  trace  federal  funding 
costs  by  contacting  employees  at  the  location  using  the  equipment  and  having 
them  identify  the  funding  source.  We  believe  the  information  on  the 
department's  property  accounting  system  does  not  track  the  federal  share  of 
equipment  purchases  as  required  by  federal  regulations. 

RECOMMENDATION  #27 

WE  RECOMMEND  THE  DEPARTMENT  TRACK  THE  FUNDING  SOURCE  OF 

EQUIPMENT  ON  ITS  ACCOUNTING  RECORDS. 


TRAVEL 

The  following  report  section  is  from  a  report  prepared  by  our  office  and 
presented  to  the  Legislative  Audit  Committee  in  November  1986.  It  is  included 
in  this  report  because  the  concerns  identified  impact  our  audit  period  and  to 
facilitate  inclusion  of  this  concern  in  the  federally  mandated  Single  Audit 
report.  We  reviewed  the  implementation  status  of  the  recommendation  and 
found  the  department  has  already  implemented  parts  of  the  recommendation 
and  is  making  satisfactory  progress  implementing  the  remainder. 

Travel  -  Billings  District  Office 

We  reviewed  travel  vouchers  and  leave  requests  submitted  by  supervisors, 
counselors,  and  secretarial  staff  at  the  Billings  District  Office  of  the 
Rehabilitative  Services  and  Visual  Services  Division  for  fiscal  year  1984-85, 
fiscal  year  1985-86,  and  July  1986.  We  also  interviewed  the  district  office 
personnel,  the  chief  of  the  Rehabilitative  Services  Bureau,  and  the  division 
administrator  concerning  procedures  followed  for  record  keeping  and  completing 
forms.    We  noted  the  following  items  during  our  review: 

1.  There  were  19  instances  between  July  1,  1985  and  July  30,  1986  and 
19  instances  between  July  1,  1984  and  June  30,  1985  where, 
according  to  leave  requests  and  travel  vouchers,  both  local  mileage 
and  leave  for  the  entire  day  were  claimed  on  the  same  day. 
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2.  Visual  Services  counselors  maintain  desk  calendars  which  document 
their  appointments  and  days  off  but  Rehabilitative  Services 
counselors  do  not. 

3.  None  of  the  counselors  received,  at  the  beginning  of  their 
employment,  any  specific  orientation  as  to  what  travel  forms  had  to 
be  completed,  how  to  complete  them,  or  what  supporting 
documentation  should  be  kept.  We  were  informed  by  the  bureau 
chief  an  Employee  Training  Guide  has  been  developed  but  that  it  is 
not  necessarily  updated  periodically  or  even  used. 

4.  Travel  vouchers  are  completed  by  Rehabilitative  Services  counselors 
primarily  from  memory  at  the  end  of  the  month.  These  counselors 
do  not  keep  travel  logs  or  odometer  readings  to  support  mileage 
claimed. 

5.  Counselors  are  unsure  about  who  their  immediate  supervisor  is  as 
there  have  been  frequent  changes  in  the  last  year. 

6.  Because  the  Visual  Services  counselors  keep  calendars  (item  2)  we 
were  able  to  identify  apparent  clerical  errors  on  leave  requests 
(item  1).  We  were  told  during  several  individual  interviews  that 
sometimes  leave  requests  are  not  completed  in  time  for  payroll 
processing  so  the  clerical  staff  will  put  the  time  off  on  a  day  in  the 
subsequent  pay  period.  Some  counselors  leave  notes  for  the  clerical 
staff  which  indicate  the  amount  of  leave  taken  in  a  pay  period  but 
not  the  dates  the  leave  was  taken. 

7.  We  noted  an  inconsistency  in  the  treatment  of  two  travel  vouchers 
involving  similar  circumstances.  Both  counselors  involved  received 
guidance  from  the  same  supervisor.  The  circumstances  involved 
travel  outside  the  Billings  area  with  the  counselors  not  returning 
directly  to  Billings.  The  first  travel  voucher  was  completed  as 
though  the  counselor  had  traveled  from  Billings  to  Clancy  to  Butte 
and  back  to  Billings  (3  days)  when,  in  fact,  the  counselor  drove 
from  Butte  to  Helena  to  spend  the  weekend  and  then  drove  back  to 
Billings.  The  second  travel  voucher  claimed  mileage  from  Billings  to 
Kalispell  but  did  not  claim  the  return  mileage.  When  we  asked 
about  this,  the  counselor  stated  that  because  he  planned  to  spend  a 
couple  of  days  in  Bozeman  and  not  come  directly  back  to  Billings, 
his  supervisor  said  he  could  not  claim  the  return  mileage. 

8.  Supervisors  are  uninformed  as  to  the  counselors'  whereabouts  and  do 
not  adequately  review  travel  claims  and  leave  requests.  We  noted 
several  instances  where  travel  claims  and  leave  requests  were  signed 
by  someone  other  than  the  employee  for  whom  the  forms  were 
submitted.    The  same  situation  occurred  with  supervisory  approvals. 

9.  Visual  Services  counselors  admitted  to  inflating  local  mileage. 
However,  personal  gain  was  not  their  stated  intent.  If  they  have  to 
purchase  small  items,  e.g.,  light  bulbs  for  magnifying  glasses  or 
diabetic     syringes     for     their     clients,     they     do     so     and     inflate     the 
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mileage    to   cover   the   cost   of   the    items.      These    purchases   should    be 
recorded  as  miscellaneous  expenses  on  the  travel  vouchers. 

10.  We  noted  other  instances  of  unusual  leave  records  during  our  review. 
One  employee's  leave  requests  had  time  off  for  Christmas  Day  and 
Thanksgiving  Day  1985.  Another  employee's  leave  hours  totaled  to 
19;  however,  "20"  was  typed  in  the  total  column  and  that  was  the 
number  of  hours  processed.  There  were  two  instances  of  10  hours 
of  leave  taken  in  one  day  and  one  instance  of  14  hours 
compensatory  leave  taken  in  one  day.  One  employee  took  72  hours 
of  vacation  but  only  had  71.53  hours  available. 

The  concerns  detailed  above  indicate  internal  controls  over  travel  and 
leave  are  inadequate  to  prevent  or  detect  errors  or  irregularities.  There  are 
limited  underlying  records  to  support  travel  expenditures  incurred  by  the 
Rehabilitative  Services  Division  -  Billings  District.  Since  the  division  receives 
federal  funding,  future  funds  could  be  jeopardized  unless  corrective  action  is 
taken.  We  believe  internal  controls  can  be  strengthened  with  minimal 
difficulty  and  make  the  following  recommendations. 

RECOMMENDATION  #28 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  REQUIRE  COUNSELORS  TO  KEEP  TRAVEL  LOGS  DETAILING  THE 
DATE,  DESTINATION,  ODOMETER  READINGS,  MILEAGE  CLAIMED, 
AND  PERSON  CONTACTED  AND  USE  THE  LOG  TO  COMPLETE 
TRAVEL  VOUCHERS. 

B.  REQUIRE  FIELD  OFFICE  PERSONNEL  TO  SUBMIT  BIWEEKLY  TIME 
SUMMARIES  WHICH  DETAIL  DAYS  WORKED  AND  DAYS  OFF. 

C.  1.        PROVIDE  FORMAL  ORIENTATION  TO  NEW  COUNSELORS  AS 

TO    PROCEDURES   TO    BE    FOLLOWED    AND    FORMS   TO    BE 
USED     AND,     THROUGH     ORIENTATION,     EMPHASIZE     THE 
IMPORTANCE  OF  REPORTING  ACCURATE  INFORMATION. 
2.        REVIEW        THE        POLICIES       AND        PROCEDURES       WITH 
COUNSELORS  PERIODICALLY. 

D.  PROVIDE  TRAINING  FOR  SUPERVISORY  PERSONNEL  TO  OUTLINE 
WHAT  THEY  ARE  RESPONSIBLE  FOR,  HOW  MUCH  AUTHORITY 
THEY  HAVE,  AND  TO  WHOM  THEY  ARE  ACCOUNTABLE. 
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E.  REQUIRE  THE  INTERNAL  AUDIT  FUNCTION  TO  PERIODICALLY 
REVIEW  FIELD  OFFICE  TRAVEL  AND  LEAVE  PROCEDURES, 
EVALUATE  THE  USE  PROCEDURES  AGAINST  DEPARTMENT 
POLICIES  AND  STATE  LAWS  AND  REGULATIONS,  AND 
RECOMMEND  NECESSARY  CHANGES  TO  THE  FIELD  OFFICE  OR 
THE  DEPARTMENT  AS  APPLICABLE. 


CONTRACTED  SERVICE  EXPENDITURES 

Our  office  issued  a  performance  audit  report  on  state  agency  use  of 
contracted     services     in     December,      1987.  The     report     discusses     concerns 

regarding  management  controls  and  agency  use  of  contracted  services  in  state 
government.  The  performance  audit  results  at  SRS  indicated  that  overall 
policies  and  procedures  over  actual  contracts  were  adequate,  contract  amounts 
and  purposes  were  reasonable,  contracts  appeared  to  be  effective,  monitoring 
procedures  were  adequate,  and  modifications  of  contracts  were  not  excessive  or 
did  not  cost  a  great  amount.  The  performance  audit  report  addressed  specific 
concerns  affecting  the  state  as  a  whole  but  did  not  discuss  the  department 
specifically.  Therefore  the  one  significant  performance  audit  finding  related  to 
the  department  is    summarized  as  follows: 

--Thirty  of  83  contract  files  (36%)  we  reviewed  did  not  contain 
documentation  certifying  that  the  contractor  was  covered  by 
Workers'  Compensation  Insurance  or  was  exempt  from  such  coverage. 
The  Governor's  Office  Management  Memo  4-81 -4R  specifies  that 
when  independent  contractor  status  is  sought  by  a  contractor, 
certification  is  required  from  the  Division  of  Workers'  Compensation 
(DWC)  establishing  that  the  contractor  has  elected  worker's 
compensation  coverage  for  himself  or  he  has  an  approved  exemption 
from  coverage.  If  the  contractor  is  not  covered  by  workers' 
compensation  insurance  or  has  not  received  an  approved  exemption 
the  state  could  be  held  liable  for  injuries  incurred  by  the  contractor 
or  his  employees  during  the  performance  of  the  contract. 

A  department  official  said  it  is  the  department's  policy  that  contracted 
service  files  contain  the  appropriate  certification  by  Worker's  Compensation 
Division  and  the  department  is  reviewing  its  procedures  to  ensure  compliance 
with  the  policy. 
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RECOMMENDATION  #29 

WE  RECOMMEND  THE  DEPARTMENT  MAINTAIN  DOCUMENTATION 
CERTIFYING  WORKERS'  COMPENSATION  INSURANCE  COVERAGE  OR  AN 
APPROVED  EXEMPTION  FOR  CONTRACTORS. 
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AUDITOR'S  OPINION  LETTER 
AND  AGENCY  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustments  for  errors  noted  during  the  audit.  The 
auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader  of 
the  financial  schedules  the  degree  of  reliance  which  can  be  placed  on  the 
amounts  presented.  Except  for  the  specific  items  discussed  in  paragraphs 
three,  four,  and  five  of  the  auditor's  opinion,  the  reader  may  rely  on  the 
fairness  of  the  amounts  presented. 


STATE  OF  MONTANA 


^ffit;^  uf  tlt:e  '^t^hiniiixt  Aui^itur 


STATE  CAPITOL 
HELENA,  MONTANA  59620 

406M'34-3122  DEPUTY  LEGISLATIVE  AUDITORS 

JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 
SCOTTA.  SEACAT 
LEGISLATIVE  AUDITOR  JOH  N  W.  NORTHEY 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of  Social  and 
Rehabilitation  Services  for  each  of  the  two  fiscal  years  ended  June  30,  1986 
and  1987,  as  shown  on  pages  47  through  54.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's  financial 
schedules  are  prepared  in  accordance  with  state  accounting  policy. 
Accordingly,  the  accompanying  financial  schedules  are  not  intended  to  present 
financial  position  and  results  of  operations  in  conformity  with  generally 
accepted  accounting  principles. 

In  fiscal  years  1985-86  and  1986-87,  the  department's  accounting  records 
reported  negative  fund  balances  of  $1,353,016  and  $7,271,051,  respectively,  in 
the  Special  Revenue  Fund.  In  fiscal  year  1986-87,  the  department  improperly 
recorded  direct  entries  that  reduced  fund  balance  by  $4,161,194.  It  was  not 
practical  for  us  to  determine  the  effect,  if  any,  on  revenue,  expenditures, 
and/or  transfers  in  the  Special  Revenue  Fund,  however,  we  believe  it  is 
material. 

The  department  improperly  classified  money  received  from  the  federal 
government  as  a  prior  year  revenue  adjustment  in  the  General  Fund.  The 
transaction  should  have  been  recorded  as  budgeted  revenue  rather  than  a  prior 
year  revenue  adjustment.  As  a  result,  budgeted  revenue  is  understated  and 
prior  year  revenue  adjustments  are  overstated  by  $1,060,434  in  the  General 
Fund  in  fiscal  year  1986-87. 

In  fiscal  year  1985-86,  the  department  misclassified  prior  year  revenue  as 
miscellaneous    revenue.       Consequently,    miscellaneous    revenue    is    overstated    and 
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prior    year    revenue    adjustments    are    understated    by    approximately    $431,000    in 
the  General  Fund. 

In  our  opinion,  except  for  the  effects  of  the  matters  discussed  in 
paragraphs  three  through  five,  the  financial  schedules  referred  to  in  paragraph 
one  present  fairly  the  results  of  operations  and  changes  in  fund  balances  of 
the  Department  of  Social  and  Rehabilitation  Services  for  each  of  the  two  fiscal 
years  ended  June  30,  1986  and  1987  in  conformity  with  the  basis  of  accounting 
described  in  Note  1,  which  has  been  applied  on  a  consistent  basis. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


October   13,   1987 
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DEPARTMENT  OF  SOCIAL  &  REHABILITATION  SERVICES 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1987 


Special 
General  Fund  Revenue  Fund 


FUND  BALANCE:  July  1,  1985 
ADDITIONS: 


■0- 


$. 


673.062 


Fiscal  Year  1985-86 
Budgeted  Revenue 
Prior  Year  Revenue  Adjustments 
Support  From  State  Of  Montana 
Nonbudgeted  Transfers  In 
Cash  Transfer  In 

Fiscal  Year  1986-87 
Budgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Support  From  State  Of  Montana 
Total  Additions 

REDUCTIONS : 


1,166,950 
(304,163) 
71,700,718 


1,287,617 

1,813,960 

84.876.961 

160.542.043 


155,891,891 
134,847 

376,993 
18,950 

184,148,651 
2,644,344 

343^215,676 


Fiscal  Year  1985-86 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 
Fiscal  Year  1986-87 

Budgeted  Expenditures 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Cash  Transfer  Out 

Direct  Entries  To  Fund  Balance 

Total  Reductions 


72,882,336 
(318,830) 

87,797,049 
(738) 
182,226 


160.542.043 


159,132,883 
(684,126) 

186,055,386 

(584) 

2,462,179 

38,471 

4.155.580^ 

351.159^789 


FUND  BALANCE:  June  30,  1987 


■0- 


$  (7.271,051) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Account- 
ing System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  51  through  54. 
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See  footnote  12  on  page  54. 
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DEPAimgyr  of  social  f.  RDIABILITHIOH  SEKtfirfS 

SOEIULE  OF  BUDGFTED  REVENUE  &  TKAH5FERS  IH  ■  ESTIKATED  &  ACTJAL 

FOR  THE  TW  FISCAL  YF.ARS  ENDED  JUTiE   ll>,    I'ifil 
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99.626  15tt.803  912,521 


1       50,000       17,100,000     I(.,Z6S.011       S  91,000       1   300,000 
28.976         7,110.352       '■.753.278  52 .6W. 
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I  financial   scFiedule*  on  page*  51   Lhrouth 


Sj-o  footnote  7  on  page  53. 
S««  footnote  8  on  page  53. 
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State 
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SocU] 
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&  Support 

County 

HediMl 
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Vocatiorul 

Diubility 

Visual 

DcvelopBcntal 

Aitvliory 

Favaent 
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Serviceif 

- 

Admin. 

Assistance 

C<«p)iflnce 

Rehabilitation 

Dctemlnation 

Services 

Ei. 

'bjlitlW 

C"""^" 

Total 

1  1.09j,221  i 

6, 909, S JO 

»6,320.7i7 

Jl.669.<,75 

t           739,913 

t     863.195 

11,219,283 

S      991,259 

$373,683 

1 

7  34,141 

»   97,071         1 

21,011,028 

219.96'. 

11.9.8  7  S 
1-019.350 

150.206 
890,112 

182.888 

263.499 

185.562 
1,17^,841 

78.827 

- 

152,699 

686.840, 

,27,091 
tl9,162 

i.ju.ies 

1.0/.6.0fl3 

i, 482, 782 

25.599.732 

i,)ii.oq6 

:'.7,275 

9 

307,575 

1 

376,0)2 

1,73(.,(.B6 

17,537 

71.116 

794.897 

18,621 

42,262 

8,635 

4,929,661 

10).973 

2'.,5<.3 

61 

58,928 

6f.,8J7 

8,153 

7,644 

24.749 

8,119 

9,495 

12,584 

1,816 

325,002 

37,127 

139,295 

'.8 

270,802 

253,930 

26,199 

26.608 

81.460 

97,616 

20,264 

45,010 

4.564 

1,002,923 

7S,9i; 

1.98, 88'* 

ns.i72 

6,879 

33,251 

52,678 

68,985 

13.048 

32.300 

58,974 

24,290 

980,188 

229,527 

i2<.,o;5 

160,1.78 

J.91,392 

17,672 

52,655 

113,616 

117,857 

22,015 

62,367 

5,704 

1,397,558 

a,Sb2 

372 

380 

218 

9,532 

20.162 

9.60B 

26,771 

1.6,931 

1,211. 

3,085 

6.97  3 

16,296 

2,404 

4,SS5 

1,494 

139,493 

3.018 
118,308 

5.987 
1, 239.^89 

1.795 

162.002 

8.441 
375.658 

1.050.868 

4,941 

110.040 

- 

9.347 
235,119 

912 
47,415 

1.797.^96 

1,1?;, 721 

837,297 

l,827,V.l 

8,939.954 

18.311 
3.601 


42.112  6.425 


59,047,636      14,541,036 


26,362 
490 

37.791 

1,119 
1,216 

110,854 

41,160 
4,5)0 
45.690 

4,001.394 

15,879 

5,5)5 
85) 

409,217 
'.09, 2  W 

26.)17 

J^;9l 

142, 859,  no 
682,525 

32,091 

19.162 
51.25i 

17,191.475 
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DEFARTHtWT  OF   SOCIAL  AHD  REHAJULIIATIQM  SERVlr.F.S 

SGEDULE  OF   BinKJETEti   PROGRAM  EXFEHDITURES  BY  OBJECT  AHD  FIWD 

FOR  THE  FISCAL  YFJVR   DniED  JUIIE  30.    iggft 


NM,  SERVICES 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 

NOTES  TO  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1987 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of  accounting 
which  is  described  in  the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  expenditures  are 
recorded  for  valid  obligations.  A  valid  obligation  exists  when  the  related 
liability  is  incurred  except  for  the  following  items  which  are  also  considered 
valid  obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project, 
the  entire  amount  of  a  service  contract  may  be  accrued  even 
though  the  services  are  rendered  in  fiscal  years  subsequent  to 
the  fiscal  year  in  which  the  expenditure  is  accrued. 

Equipment  expenditures  may  be  accrued  in  the  fiscal  year  in 
which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in 
which  the  anticipated  expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  they  are  received  in  cash,  unless 
susceptible  to  accrual.  Revenues  are  susceptible  to  accrual  if  they  are 
measurable  and  available  to  finance  expenditures  of  the  current  fiscal  period. 
Intergovernmental  revenues  received  as  reimbursements  are  recognized  based 
upon  the  expenditures  recorded.  Intergovernmental  revenues  received  but  not 
earned  are  recorded  as  deferred  revenues. 

B.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  without  adjustments.  Accounts  are  organized 
on  the  basis  of  funds  according  to  state  law.  The  following  funds  are 
presented  for  the  department: 

51 


General  -  accounts  for  all  financial  resources  except  those  required  to 
be  accounted  for  in  another  fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue 
sources  that  are  legally  restricted  to  expenditures  for  specified 
purposes.  This  activity  includes  various  federal  grants  such  as  Medical 
Assistance,  Food  Stamps,  Aid  to  Families  with  Dependent  Children 
(AFDC),  Low  Income  Energy  Assistance  Program  (LIEAP),  Vocational 
Rehabilitation,  and  Social  Services. 

2.  ANNUAL  AND  SICK  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused 
sick  leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for  annual 
and  sick  leave  are  not  reflected  in  the  presented  financial  schedules  of  the 
Department  of  Social  and  Rehabilitation  Services.  Expenditures  for  termination 
pay  are  absorbed  in  the  annual  operational  budgets  of  the  department.  At 
June  30,  1987,  the  department  had  an  approximate  liability  of  $1,668,079  for 
annual  leave  and  $759,394  for  sick  leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  (PERS).  The  department's  contribution  to  this  plan  was  $1,275,952  in 
fiscal  year  1985-86  and  $1,328,089  in  fiscal  year  1986-87. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  single  account  with  one  statewide  fund  balance. 
Agencies  have  the  authority  to  pay  obligations  from  the  statewide  General 
Fund  as  long  as  they  stay  within  their  appropriation  limits.  Thus,  on  an 
agency  schedule,  the  beginning  fund  balance  will  always  be  zero  for  the 
General  Fund. 

5.  INVENTORIES 

Security  Armored  Express  had  $9,906,250  and  $9,476,750  of  food  stamps 
on  hand  at  June  30,  1986  and  June  30,  1987,  respectively.  Security  Armored 
Express   contracts   with   SRS   to   store   these   food   stamps.      SRS   is    insured    for    the 
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amount  in  storage  because  the  department  is  accountable  to  the  federal 
government  for  the  food  stamps  inventory.  The  department  issued  food  stamps 
valued  at  $31,508,000  in  fiscal  year  1985-86  and  $32,805,000  in  fiscal  year 
1986-87.  In  addition,  the  department  had  title  to  $2,554,789  of  food 
commodities  inventory  at  June  30,  1986,  and  $1,409,394  at  June  30,  1987  stored 
in  a  leased  warehouse.  The  department  issued  food  commodities  valued  at 
$6,917,000  in  fiscal  year  1985-86  and  $8,532,000  in  fiscal  year  1986-87. 

6.  CONTINGENT  LIABILITIES 

The  department  exceeded  the  tolerable  error  rate  for  the  Food  Stamp 
Program  and  the  Aid  to  Families  with  Dependent  Children  (AFDC)  Program  as 
established  by  the  federal  government.  As  a  result,  the  US  Department  of 
Health  and  Human  Services  levied  sanctions  amounting  to  $1,112,412  for  the 
Food  Stamp  Program  which  is  less  than  the  amount  estimated  by  the 
department.  The  department  estimates  sanctions  amounting  to  $2,576,633  may 
be  levied  for  the  errors  in  the  AFDC  program.  The  department  has  not  yet 
paid  these  sanctions.  Legislation  has  been  introduced  in  the  U.S.  Senate 
which,  if  passed,  places  a  moratorium  on  sanctions  until  September  30,  1988. 
The  federal  government  contracted  for  a  study  of  the  quality  control  process 
which  establishes  the  error  rate.  The  results  of  the  study  will  not  be 
published  until  near  the  end  of  federal  fiscal  year  1987-88. 

7.  MISCELLANEOUS  REVENUE 

The  majority  of  miscellaneous  revenue  are  child  support  payments 
collected  on  behalf  of  children  or  single  parents  where  a  parent  has  not  paid 
required  support  payments.  The  moneys  are  collected  by  the  Department  of 
Revenue  and  recorded  for  SRS  as  revenue  on  the  SRS  financial  records. 

8.  TRANSFERS  IN 

Transfers  in  include  $1,666,000  of  Ex.xon  oil  overcharge  money 
collected  by  the  Department  of  Administration  from  the  federal  government 
and  transferred  to  the  department  for  Economic  Assistance  Weatherization. 
The    Transfer    In    account    also    includes    $435,000    received    by    the    department 
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from  the  Department  of  Labor  Workers'  Compensation  Division  to  provide 
services  to  injured  workers  who  qualify  for  vocational  rehabilitative  services. 

9.  AGENCY  FUND 

SRS  holds  assets  for  individuals  in  foster  care  custody  and  accounts 
for  stale-dated  assistance  benefit  warrants  issued  but  not  cashed  by  recipients 
in  an  agency  fund.  These  assets  totaled  $72,362  and  $123,081  in  fiscal  years 
1985-86  and  1986-87,  respectively. 

10.  LITIGATION 

The  department  is  involved  in  the  following  major  litigation: 

Montana  Low  Income  Coalition  et  al.  v.  Gail  Gray.  Cause 
No.  BDV-87-629.  This  is  a  class  action  instituted  by  several  low 
income  recipients  of  Medicaid  and  state  medical  assistance 
challenging  the  authority  of  the  department  to  eliminate  payments 
for  eyeglasses,  dentures  and  hearing  aids  for  those  persons 
otherwise  eligible  for  these  medical  assistance  programs.  There 
is  approximately  $1,000,000  in  state  General  Fund  moneys  per 
year  at  issue  in  this  case. 

11.  SUBSEQUENT  EVENT 

Butte  Community  Union  et  al.  v.  Dave  Lewis.  Cause  No.  50268. 
This  class  action  challenged  the  constitutionality  of  a  statute 
which  limited  general  assistance  to  two  months  during  a  twelve 
month  period  for  able-bodied  persons  without  dependent  minor 
children.  The  Montana  Supreme  Court  heard  oral  arguments  on 
September  3,  1987  and  decided  against  the  state  in  November 
1987.  There  is  a  $2,000,000  per  year  state  General  Fund  cost  to 
the  state  in  this  area. 

The  department  is  currently  under  an  injunction  to  make  payments  but  the 
legislature  only  budgeted  for  payments  mandated  by  this  case  through  October 
1987. 

12.  DIRECT  ENTRIES  TO  FUND  BALANCE 

In  fiscal  year  1986-87  the  department  recorded  a  direct  entry  to 
reduce  the  special  revenue  fund  balance  and  record  an  inter-entity  loan 
payable.  The  inter-entity  loan  is  a  cash  advance  from  the  General  Fund  to 
the  Special  Revenue  Fund  to  cover  cash  shortages  resulting  from  the  time  lag 
between  expenditures  and  federal  reimbursement. 
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Ar.FNrV  RESPONSE 


DEPARTMENT  OF 
SOCIAL  AND  REHABILITATION  SERVICES 


TEDSCHWINDEN  GOVERNOR 


STATE  OF  MONTANA' 


iiti 


February   26,    1988 


FtB  eo  1983 


MONTANA  LEGISUTIVE 
AUDITOR 


PO  BOX4J10 


HELENA.  MONTANA  59604 


TO: 


Scott  Seacat 
Legislative  Auditor 


FROM: 


RE: 


FINANCIAL  &   COMPLIANCE  AUDIT   FOR  THE  TWO  YEARS  ENDING 
JUNE  30,  1987 


Attached  is  the  Department's  response  to  each  recommendation  made 
in  the  above  mentioned  audit. 

I  would   like  to   take  this   opportunity  to  express  our  thanks  to 
the  auditors  performing  the  work  necessary  to  complete  the  audit. 


JD/2231 
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AN  EQUAL  OPPORTUNITY  EMPLOYER 


prCOMMENDATION  #1 :   The  Department: 

A.  Establish  standards  for  the  doc\imentation  of  general  assistance  files 
to  ensure  consistency  among  the  counties. 

Agency  Response:  Concur.  Each  of  the  cases  that  were  identified  in  the 
preliminary  audit  as  having  an  error  were  subsequently  reviewed. 

As  a  result  of  this  review  only  two  cases  contained  mathematical  errors 
resulting  in  the  issuance  of  incorrect  benefit  amounts.  All  other  identi- 
fied errors  were  documentation  errors  —  inadequate  records  on  Work  Regis- 
tration; participation  in  the  Structured  Job  Search,  Training  and  Work 
Programs;  and  submission  of  change  notices. 

The  Department  agrees  with  the  need  to  have  more  consistent  documentation  of 
GA  cases,  consequently,  the  General  Assistance  manual  is  presently  being 
re-written.  The  completed  manual  will  include  specific  guidelines  and 
expectations  for  documentation.  A  checklist  will  also  be  developed  for  the 
eligibility  technician  to  verify  that  all  eligibility  factors  have  been 
considered.  The  eligibility  technician  would  sign  the  checklist  indicating 
approval  of  the  case  determination. 

Completion  of  the  re-write  of  the  General  Relief  manual  is  expected  by 
September  30,  1988. 

B.  Establish  a  policy  that  every  general  assistance  recipient  file  be 
reviewed  and  approved  before  assistance  amounts  are  paid. 

Agency  Response:  Concur.  The  staffing  patterns  that  currently  exist  at  the 
county  office  presently  prohibit  the  review  of  every  general  relief  case 
prior  to  issuance  of  benefits.  As  an  alternative  the  Department  plans  to 
conduct  a  second  party  review  on  a  percentage  of  general  relief  cases  to 
certify  that  a  correct  eligibility  determination  was  made  and  that  coriect 
documentation  is  in  the  case  file.  This  review  would  be  done  randomly.  To 
do  more  would  require  an  increase  in  FTE's. 

Implementation  is  planned  for  April  1,  1988. 

C.  Ensure  applicants  receive  timely  written  notification  of  approval  or 
disapproval  of  general  assistance. 

Agency  Response:  Concur.  The  issue  of  timely,  written  notification  of 
eligibility  will  be  addressed  in  the  manual  and  a  directive  issued  to  the 
county  offices  that  determinations  are  to  be  made  within  the  30  day  time 
frame, 

A  written  directive  will  be  issued  immediately  to  the  county  offices  to 
provide  written  notification  of  eligibility  within  30  days  of  application. 
The  change  in  manual  material  is  projected  for  September  30,  19B8. 


RECOMMENDATION  #2:   The  Department  perform  quality  assurance  reviews  of  the 
General  Assistance  Program. 
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Agency  Response;  Concur.  A  request  for  two  quality  assurance  FTE  will  be 
included  in  the  90/91  biennium  budget.  The  recommendation  cannot  be 
implemented  without  these  additional  FTE. 


RECOMMENDATION  #3:   The  Department: 

A.  Ensure  county  recipient  files  and  payments  lists  are  reviewed  prior  to 
making  payment. 

Agency  Response:  Concur.  A  procedure  to  randomly  review  eligibility  by  a 
second  party  prior  to  issuance  of  benefits  was  described  in  recommendation 
#1B.  Each  county  office  will  develop  and  present  to  the  state  office  for 
approval  a  procedure  that  requires  the  review  and  comparison  of  "approved 
cases"  with  payment  lists. 

This  procedure  will  be  operational  by  July  1,  1988. 

B.  Improve  physical  controls  over  blank  checks. 

Agency  Response:  Concur.  Counties  will  be  reminded  of  the  need  to  safe- 
guard blank  checks.  The  county  that  was  identified  as  using  improper 
storage  procedures,  will  be  reviewed  and  proper  procedures  will  be  followed. 

Implementation  will  occur  during  March  1988. 

C.  Ensure  the  list  of  checks  processed  is  compared  with  check  issuance 
records. 

Agency  Response:  Concur.  Following  issuance  of  benefits,  an  ET  Supervisor 
or  County  Director  will  be  required  to  initial  the  list  of  processed  checks 
certifying  that  the  listed  payments  were  appropriate. 

This  procedure  will  be  implemented  by  May  1,  1988. 


RECOMMENDATION  #4:   The  Department  close  the  Department  of  Community  Affairs 
grants  and  deposit  the  indirect  cost  reimbursement  in  the  General  Fund. 

Agency  Response:   Concur.   The  grant  closure  process  will  be  completed  by 
June  30,  1988. 


RECOMMENDATION  #5:  The  Department  transfer  $133,267  in  statewide  cost 
allocation  plan  reimbursements  to  the  General  Fund  as  required  by  state 
policy. 

Agency  Response:  Partially  concur.  The  nonblock  funds  available  will  be 
transferred  to  the  General  Fund  prior  to  June  30,  1988. 

The  Department  believes  it  has  complied  with  state  policy  (MM's  2-85-1  and 

2-87-3)  and  statute  (Section  17-3-111,  MCA)  "the  agency  shall  endeavor, 

to  the  fullest  extent  possible,  to  recover  indirect  costs  from  federal 
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assistance  programs".  When  the  legislature  appropriates  federal  funds  to 
the  Department,  including  block  grant  funds  and  capped  federal  grants,  to  be 
used  for  direct  administrative  costs  and  client  benefits,  those  sources  of 
funds  are  not  available  for  indirect  cost  recovery.  Therefore,  the 
Department  has  transferred  recoverable  SWCAP  costs  to  the  General  Fund  for 
fiscal  years  1985-86  and  1986-87. 


RECOMMENDATION  #6;   The  Department: 

A.  Establish  procedures  to  ensure   federal   reports   are   complete  and 
accurate. 

Agency  Response:   Concur.   The  Department  has  established  internal  control 
procedures  to  ensure  the  accuracy  of  the  AFDC  report. 

B.  See  reimbursement  for  the  $94,344  of  unreported  costs  noted  during  the 
audit. 

Agency  Response;   Concur.   Reimbursement  has  been  received. 


RECOMMENDATION  #7 :   The  Department  obtain  and  review  audit  reports  of  Tribal 
Governments  as  requested  by  0MB  Circular  A-128. 

Agency  Response:   Concur.   Proposed  federal  regulations  would  require  that 
such  a  recommendation  be  implemented. 

Upon  receipt  of  specific  instructions  from  the  USDA,  we  will  implement  the 
recommendation . 


RECOMMENDATION  #8:    The  Department  establish  procedures   to  ensure   the 
schedule  of  federal  assistance  is  accurately  prepared. 

Agency  Response:    Concur.    Procedures  have  been  established  to  ensure 
accurate  preparation  of  the  schedule. 


RECOMMENDATION  #9:   The  Department: 

A.  Ensure  its  Medicaid  reports  are  reconciled  to  the  accounting  records. 

Agency  Response:  Concur.  The  HCFA  372  report  (Home  and  Community-Based 
Services  Waiver  Program)  was  reconciled  to  the  Department's  accounting 
records  during  the  course  of  the  audit.  A  special  computer  program  was 
written  to  obtain  the  specific  data  for  the  HCFA  372  report  to  reconcile  it 
to  SBAS. 

B.  Continue  to  reconcile  expenditures  from  the  annual  reports  submitted  to 
HCFA  to  expenditures  recorded  on  the  statewide  budgeting  and  accounting 
system. 
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Agency  Response:   Concur.   The  Department  will  continue  to  reconcile  the  372 
report  to  SBAS. 


RECOMMENDATION  #10:  The  Department  require  the  Medicaid  claims  processing 
contractor  obtain  a  formal,  independent  service  center  review  or  electronic 
data  processing  application  review  on  the  Department's  Medicaid  claims 
processing  system. 

Agency  Response:  Concur.  The  Department's  most  recent  contract  with  the 
Medicaid  fiscal  agent  requires  an  independent  EDP  Application  Review  every 
12  months,  performed  in  accordance  with  Generally  Accepted  Auditing 
Standards. 


RECOMMENDATION  #11:  The  Department  establish  a  system  for  utilization 
review  of  Home  Health  Services  which  includes  monitoring  of  the  number  of 
visits. 

Agency  Response:  Concur.  Utilization  review  resources,  however,  are  very 
limited  and  must  be  allocated  among  a  wide  variety  of  programs,  many  of 
which  have  larger  dollar  volume  and  greater  potential  for  return.  The 
Department  will  request  additional  resources  from  the  Legislature  to  main- 
tain more  intensive  utilization  reviews  in  the  home  health  program. 

We  are  currently  implementing  a  report  of  those  persons  who  exceed  50 
visits.  After  identifying  these  persons,  referral  will  be  made  to  the 
Program  Integrity  Bureau,  Waiver  teams  or  Medicaid  UR  for  further  review. 


RECOMMENDATION  #12;   The  Department: 

A.  Run  a  periodic  computer  match  between  MIMS  and  the  Patient  Assessment 
System;  and 

Agency  Response:  Concur.  The  Department  developed  a  matching  report  which 
included  the  information  considered  necessary  to  perform  the  reconciliation. 
That  report  proved  unwieldy  and  will  be  discontinued.  Recent  inquiries  to 
the  Office  of  the  Legislative  Auditor  have  indicated  the  Department  can 
obtain  the  auditor's  programming  in  March  1988.  Upon  receiving  the  program- 
ming, we  will  reconcile  the  differences  between  the  MIMS  and  the  patient 
assessment.  If  upon  analysis  the  discrepancy  appears  to  be  material,  we 
will  take  steps  to  correct  the  pertinent  system. 

B.  Require  long-term  care  facilities  to  correct  any  incorrect  patient 
identification  numbers  as  appropriate  on  the  patient  abstract  forms. 

Agency  Response:  Concur.  When  incorrect  identification  numbers  become 
known,  the  information  will  be  forwarded  to  the  appropriate  provider. 
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RECOMMENDATION  #13;   The  Department: 

A.  Periodically  review  all  components  in  the  reimbursement  formula. 

Agency  Response:  Concur.  Several  changes  were  made  to  the  formula  during 
the  most  recent  rate  setting  process.  Most  changes  were  annual  updates  to 
the  area  wage  adjustment,  inflation  factors,  average  nursing  care  hourly 
wage,  patient  assessment  scores,  statewide  average  patient  assessment  score 
and  the  licensed  staff  compensation  ratio.  The  "band"  in  the  operating  rate 
formula  was  narrowed  which  accounted  for  a  major  revision  in  the  system. 
The  other  components  were  also  reviewed  and  maintained  pending  further 
research. 

All  components  in  the  system,  including  the  patient  day  and  fixed  costs 
parameters  are  currently  under  review  as  part  of  a  joint  Department-provider 
study  group  organized  by  the  Department. 

B.  Document  reimbursement  formula  development  and  changes. 

Agency  Response:  Concur.  The  Department  will  document  formula  development 
and  changes,  and  periodically  review  and  update  the  formula  and  its 
components. 


RECOMMENDATION  #14:  The  Department  ensure  food  stamp  inventory  levels  at 
the  counties  are  maintained  in  accordance  with  federal  regulations. 

Agency  Response:  Concur.  The  Department  will  do  annual  desk  reviews  of 
each  issuance  location  to  ensure  adequate  levels  of  inventory  stay  within 
acceptable  federal  levels. 

This  recommendation  has  been  implemented.  Each  of  the  three  locations 
tested  and  found  to  have  had  an  excess  level  of  food  stamp  inventory  has 
received  notification  from  the  Department  in  writing  dated  November  4,  1987 
along  with  issuance  manual  instructions  for  ordering  and  maintaining 
acceptable  levels  of  food  stamps. 


RECOMMENDATION  #15:   The  Department: 

A.  Establish  procedures  to  ensure  ATP  cards  are  not  stored  in  the  same 
location  as  food  stamps. 

Agency  Response;  Concur.  The  Department  has  sent  written  notice  along  with 
issuance  manual  instructions  to  all  counties  instructing  on  security  of  ATP 
card  stock  and  food  stamps,  not  storing  them  in  the  same  location  and 
liability  for  negligence. 

A  letter  was  sent  to  all  counties  February  16,  1988. 

B.  Establish  procedures  to  ensure  access  to  ATP  cards  is  limited  to  only 
authorized  individuals. 
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Agency  Response;   Concur.   Concurrently,  the  Department  has  notified  all 

county  offices  handling  ATP  card  stock  by  letter  and  attached  issuance 

manual   instructions   for   safeguarding  blank   stock   from   unauthorized 
personnel. 

A  letter  was  sent  to  all  counties  February  16,  1988. 


RECOMMENDATION  #16:   The  Department: 

A.  Maintain  only  one  food  commodity  inventory  record  keeping  system. 

Agency  Response;  Concur.  Although  the  present  computerized  system  serves 
the  management  function  well  by  ensuring  that  supplies  shipped  to  agencies 
are  within  their  allotments,  it  needs  to  be  repaired  or  replaced  with  one 
that  more  accurately  maintains  an  inventory  system. 

The  Department  will  be  investigating  that  possibility  within  the  next  year. 

B.  Establish  procedures  to  ensure  values  for  the  food  commodity  inventory 
are  properly  updated. 

Agency  Response;  Partially  concur.  The  Department  will  ensure  that  values 
of  commodity  inventories  reported  to  the  federal  government  will  be 
accurate.  However,  the  Department  wishes  to  use  the  same  method  that  the 
federal  government  requires,  which  is  to  value  commodities  at  year's  end  by 
the  most  recent  shipment  received. 


RECOMMENDATION  #17;   The  Department  require  signature  approval  of  food 
commodity  requisitions. 

Agency  Response:   Concur.   This  recommendation  is  currently  in  effect. 


RECOMMENDATION  #18:  The  Department  maintain  valid  contracts  for  sub- 
recipients  receiving  food  commodity  distribution. 

Agency  Response:   Concur.   This  recommendation  is  currently  in  effect. 

RECOMMENDATION  #19;   The  Department: 

A.  Record  expenditures  in  the  year  in  which  obligations  are  incurred. 

Agency  Response:  Concur.  A  budget  amendment  or  supplemental  appropriation, 
if  necessary,  will  be  requested  for  fiscal  year  1987  so  that  costs  can  be 
recorded  in  the  proper  year. 

B.  Work  with  OPPF  to  obtain  a  budget  amendment  and  correct  the  state's 
accounting  records. 
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Agency  Response;  Concur.  Initial  contact  has  already  been  made  with  OBPP. 
A  series  of  prior  year  budget  amendments  transferring  appropriation  balances 
to  Medicaid  currently  appears  to  be  a  possible  solution.  We  expect  resolu- 
tion by  June  30,  1988. 

C.    Consider  requesting  that  the  Legislature  appropriate  the  General  Fund 
match  at  each  state  institution  for  eligible  Medicaid  services. 

Agency  Response:  Concur.  We  are  considering  a  change  in  the  way  the 
General  Fund  match  would  be  made  for  institutional  Medicaid  reimbursement. 
There  are  problems  of  increased  workload,  federal  reporting,  and  generally 
accepted  accounting  principles  that  need  to  be  resolved  before  the  change 
can  be  made.  If  these  problems  cannot  be  solved,  we  will,  at  a  minimum, 
change  our  process  to  one  of  transfer  appropriations  as  recommended  on  page 
32  of  this  audit  report,  A  decision  will  be  made  before  the  budget  request 
is  submitted  September  1,  1988. 


RECOMMENDATION  #20:   The  Department  analyze  and  correct  the  account  balances 
in  the  federal  special  revenue  fund. 

Agency  Response;   Concur.   The  Department  is  working  on  the  analysis.   The 
analysis  will  be  completed  and  corrections  made  by  fiscal  year  end  1988. 


RECOMMENDAT I ON  #21:   The  Department  continue  to  provide  adequate  support 
documentation  for  all  SBAS  transactions. 

Agency  Response:   Concur.   It  is  the  policy  of  the  Department  to  have 
support  for  all  SBAS  transactions. 


RECOMMENDATION  #22;  The  Department  properly  record  transactions  in  accor- 
dance with  state  accounting  policy. 

Agency  Response:  Concur.  As  stated  in  the  report  the  accounting  records 
have  been  adjusted  for  the  accounting  errors.  The  Department  is  considering 
several  alternatives  for  the  recording  of  General  Fund  Institution  Medicaid 
payments  -  one  alternative  is  the  transfer-out  method.  A  decision  will  be 
made  by  September  1,  1988. 


RECOMMENDATION  #23:   The  Department; 

A.  Establish  a  written  security  ID  and  password  policy. 

Agency  Response:  Concur.  The  Department  will  develop  written  policies  and 
procedures  for  security  ID's,  passwords  and  review  rules  for  data  access  by 
July  1,  1988. 

B.  Periodically  change  passwords. 
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Agency  Response:  Concur.  The  Department  will  change  all  existing  passwords 
on  an  annual  basis.  Additional  password  capabilities  for  existing  systems 
will  be  implemented  when  the  Department  of  Administration  upgrades  the 
state's  security  software  in  the  fall  of  1988. 

C.  Assign  individual  security  ID's  rather  than  using  blanket  ID's. 

Agency  Response:  Concur.  Individual  TSO  (Time  Sharing  Option)  security 
id's  rather  than  blanket  security  ID's  will  be  assigned.  Blanket  security 
ID'S  will  be  used  until  the  Department  of  Administration  upgrades  the 
state's  security  software  in  the  fall  of  1988.  At  that  time,  blanket 
security  ID's  will  be  replaced  by  individual  security  ID's. 

D.  Periodically  review  the  appropriateness  of  individual  levels  of  access. 

Agency  Response;  Concur.  The  Department  will  review  levels  of  access  to 
data  on  an  annual  basis. 


RECOMMENDATION  #24:   The  Department: 

A.  Lock  the  output  box  located  at  Information  Services  Division. 

Agency  Response:  Concur.  The  Department,  effective  March  14,  1988,  will 
lock  the  SRS  box  at  the  Department  of  Administration,  Information  Services 
Division,  to  ensure  only  authorized  personnel  have  access  to  computer 
output . 

B.  Establish  a  more  secure  system  for  distributing  sensitive  computer 
output . 

Agency  Response;  Concur.  The  Department  will  establish,  by  April  1,  1988, 
an  improved  system  for  protection  and  distribution  of  computer  output  from 
the  computer  operations  area.  Only  authorized  personnel  have  access  to  the 
computer  room  and  confidential  data  will  not  be  distributed  on  open  shelves. 

RECOMMENDATION  #25:   The  Department: 

A.  Review  and  test  the  edit  of  the  LIEAP  processing  system  to  ensure  the 
edits  are  properly  functioning. 

Agency  Response;  Concur.  Edits  in  the  LIEAP  system  were  reviewed  and 
improved  in  October  1987  during  the  start-up  process  for  the  current  winter 
season  and  were  found  to  be  functioning  properly.  This  includes  edits 
verifying  that  input  data  is  correct,  comparison  of  input  benefits  to  the 
125  percent  of  poverty  level  and  determination  if  supplementary  benefit 
awards  exceed  $250, 

B.  Establish  additional  edits  which  could  ensure  benefits  are  paid  only  to 
eligible  recipients  in  proper  amounts. 
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Agency  Response;  Concur,  conditionally.  The  Department  will  determine  by 
October,  1988,  those  additional  edits  to  ensure  that  benefits  are  properly 
paid  to  eligible  recipients.  Suggested  edits  relative  to  recipient  income 
and  number  of  bedrooms  in  the  household  may  be  implemented  depending  upon 
need,  cost  and  program  policy. 


RECCMJ^ENDATION  #26;   The  Department: 

A.  Record  all  equipment  with  a  value  of  $200  or  more  on  its  property 
records  and  ensure  the  items  are  properly  tagged. 

Agency  Response;   Concur.   Procedures  were  implemented  in  April,  1987  to 
record  and  tag  acquisitions  on  a  current  basis. 

B.  Maintain  accurate  records  of  equipment  by  location. 

Agency  Response:   Concur.   Procedures  were  implemented  to  identify  equipment 
by  location  on  a  current  basis  in  April,  1987. 

C.  Conduct  a  physical  inventory  of  equipment  as  required  by  state  policy. 

Agency  Response;   Concur.   Physical  inventory  of  equipment  will  be  conducted 
in  accordance  with  state  policy  guidelines. 


RECOMMENDATION  #27:  The  Department  track  the  funding  source  of  equipment  on 
its  accounting  records. 

Agency  Response;  Concur.  The  Department's  property  accounting  system 
procedures  will  be  changed  for  fiscal  year  1988  to  identify  asset  acquisi- 
tion funding  source. 


RECOt^MENDATION  #28:   The  Department; 

A.  Require  counselors  to  keep  travel  logs  detailing  the  date,  destination, 
odometer  readings,  mileage  claimed,  and  person  contacted  and  use  the 
log  to  complete  travel  vouchers. 

Agency  Response;  Concur.  The  Department  implemented  a  new  travel  reim- 
bursement system  in  fiscal  year  1987. 

B.  Require  field  office  personnel  to  submit  biweekly  time  summaries  which 
detail  days  worked  and  days  off. 

Agency  Response;  Concur.  The  field  office  personnel  began  submitting  bi- 
weekly time  summaries  which  detail  days  worked  and  days  off  in  fiscal  year 
1987. 

C.  1.    Provide  formal  orientation  to  new  counselors  as  to  procedures  to 

be  followed  and  forms  to  be  used  and,   through  orientation, 
emphasize  the  importance  of  reporting  accurate  information. 
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Agency  Response:   Concur.   This  was  done  during  fiscal  year  1987. 

2.    Review  the  policies  and  procedures  with  counselors  periodically. 
Agency  Response:   Concur.   This  was  done  during  fiscal  year  1987. 

D.  Provide  training  for  supervisory  personnel  to  outline  what  they  are 
responsible  for,  how  much  authority  they  have,  and  to  whom  they  are 
accountable. 

Agency  Response:   Concur.   This  was  done  during  fiscal  year  1987. 

E.  Require  the  internal  audit  function  to  periodically  review  field  office 
travel  and  leave  procedures,  evaluate  the  use  procedures  against 
department  policies  and  state  laws  and  regulations,  and  recommend 
necessary  changes  to  the  field  office  or  the  Department,  as  applicable. 

Agency  Response;  Concur,  conditionally.  The  SRS  Audit  Bureau  exists  to 
audit  outside  contracts  with  the  Department.  To  adequately  assume  the 
recommended  responsibility,  we  will  need  more  FTEs  or  we  will  be  able  to 
audit  fewer  outside  contracts.  However,  the  SRS  Personnel  Unit,  in  coopera- 
tion with  the  SRS  Fiscal  Bureau,  will  periodically  randomly  review  documen- 
tation against  travel  claims  and  leave  records. 


RECOMMENDATION  #29:  The  Department  maintain  documentation  certifying 
Workers'  Compensation  coverage  or  an  approved  exemption  for  contractors. 

Agency  Response:  Concur.  This  certification  requirement  has  been  included 
in  new  contract  boilerplate  since  September,  1986,  and  coverage  documenta- 
tion is  required  to  be  in  the  contract  file.  In  December,  1987,  this  policy 
was  reiterated  to  Department  personnel. 
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